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Telephone: (416) 864-1212 
Telex: 06-23191 


June, 1985 


The Hon. Perrin Beatty, P.C., M.P., 
Minister of National Revenue, 
House of Commons, 

Ottawa, Ontario. 


Dear Mr. Minister: 


We are pleased to submit to you our “Review of Revenue Canada, Taxation — A 
Summary Report”. This Summary Report sets out the significant findings and recom- 
mendations resulting from our examination of the administration of the federal income 
tax system by your Department. Our task had three dimensions: 


to diagnose problems within Revenue Canada, Taxation; 


to recommend solutions that would bring about changes to ensure a fair and 
effective administration; and 


-® to act as a catalyst for change. 


In accomplishing our task, we have made some 400 recommendations for change 
within your Department. 


As part of the problem diagnosis, shortly after our appointment in January 1984, 
we invited the public at large, Members of Parliament, professional tax practitioners, 
and business organizations to give us their views on areas of concern within Revenue 
Canada, Taxation. The information we received from these sources mirrored that 
expressed to the then Opposition Task Force on Revenue Canada. We also commis- 
sioned an attitude survey of some 4,500 permanent staff of the Department. The issues 
raised by all of these people assisted us in focussing our attention on many internal 
features of the Department in need of review. 


The job to be done by Revenue Canada, Taxation staff is essential, yet often 
difficult and unpopular. Your officials must carry out many diverse tasks, both in 
enforcing the Income Tax Act and in serving the public. The staff attitude survey 
showed that Department personnel were committed to do their difficult tasks well, 
although there were differing opinions on the balance to be struck between enforce- 
ment and service. At an early stage, we pointed out that the lack of a complete and 
explicit mission statement for the Department, setting out overall objectives, made 
those tasks more difficult. Indeed, in the absence of an agreed mission statement, we 
would not have had a framework for our recommendations. 


A statement of mission was then developed by the Department and, in July 1984, 
released as the statement of “Mandate and Operational Principles” and sent to all staff. 
This lengthy document provided for the evenhanded balancing of service and enforce- 
ment objectives. The basic principles of the Mandate are embraced by your recently 
released “Declaration of Taxpayer Rights”. Many of our recommendations reflect and 
reinforce the objectives and principles expressed in both documents. 


During the spring and summer months of 1984, as the work progressed, we met 
regularly with the Deputy Minister and other senior representatives of your Department. 
During these meetings, we discussed our findings and early recommendations. Start- 
ing in August 1984, to facilitate a systematic review of our findings, we began to provide 
your Officials with draft chapters of our Detailed Report, which contained our analyses, 
findings and further recommendations to that date. These were reviewed and discus- 
sed at length with your officials. We believe that this process assisted them in focussing 
more effectively on some of the complex changes that were needed. This Summary 
Report, which has been updated to March 1, 1985, contains reference to all of the major 
findings and recommendations described in the Detailed Report. 


The overall thrust of our report is that, while many aspects of the Department 
operated well, substantial problems existed in some functions. 


The taxation system operates satisfactorily for the vast majority of the 15 million 
Canadian individuals who submit personal income tax returns each year, many of 
whom subsequently receive refunds. The efficiency of this service reflects the high 
priority given to the process by senior management and the resources allocated to the 
processing of these returns and refunds. 


There were, however, two broad areas where Revenue Canada, Taxation 
needed improvement. First, its relationships were unsatisfactory with businesses, both 
large and small, and with the minority of individuals who have additional contact with the 
Department beyond the initial tax return process. Second, a number of fundamental 
management structures, policies and practices required redressing. 


The briefs submitted to us, the report of the P.C. Task Force on Revenue 
Canada, and our own investigations, all led us to conclude that, in the years leading up 
to 1983, the staff of the Department had become tougher on those taxpayers selected 
for additional contact. We found evidence of arbitrary assessing, unnecessarily strong 
collection action, and poor communication with taxpayers. We believe that, for a period 
of time, the Department placed too much emphasis on the enforcement of the Income 
Tax Act, and not enough on providing service to taxpayers. 


There was no single reason for the evolution of this attitude. The law had become 
more complex and subject to variable interpretation by the Department's staff. Tax 
practitioners were engaging in aggressive tax planning. There was internal dissatisfac- 
tion with the government's decentralization to the Taxation Centres. The government 
had not increased sufficiently the Department's resources to enable assessing, audit, 
and collections staff to cope with increased workloads. A newly-implemented staff 
performance appraisal system was misused by some managers to put pressure on 
their people. Finally, these underlying problems came to a head in 1983 when Canada 
was mid-way through a severe economic recession that placed significant financial 


pressures on many taxpayers, just as fiscal pressures increased the need for tax 
revenues. 


We found that the internal management of Revenue Canada, Taxation was the 
area requiring the greatest improvement. We found deficiencies in the Department’s 
approach to: 


@ overall long-range planning; 

the management of human resources; 

the training of staff at all levels; 

utilization of management information; 
communications, both internal and external; 

use of the regionalized organization structure, and 
senior management coordination. 


These management problems not only had major repercussions within the 
Department, but also upon its outside relationships with taxpayers and the public at 
large. 


The recommendations in this report are designed to improve the organization 
structure, the management of human resources, the use of management information 
systems, and management procedures generally. We believe their adoption will further 
your Department's ability to administer the income tax system more efficiently and 
more effectively. 


Actiomhas already been taken to implement many of the important recommenda- 
tions we have made, particularly those relating to taxpayer service and communication. 
Examples of key Woods Gordon recommendations already acted upon are: 


@ “quotas” have been eliminated; 


@ taxpayers are to be considered innocent until proven guilty regarding payment of 
disputed taxes; 


taxpayers must be contacted before facing reassessment or collection action; 


heavy-handed publicity techniques preceding the prosecution of some tax- 
payers have been discontinued; 


on-line security over computerized taxpayer files has been improved; 
more sensitivity to the problems of special interest groups is being reflected; and 
communication with taxpayers generally has been improved. 


Some of the recommendations we have made are in the process of being 
implemented, illustrated by the following: 


®@ progress has been made in improving computer-generated messages; howev- 
er, many of these are still too cryptic and need to be amplified; 


plans are established to improve substantially staff-training in 1985/86; 
staff selection criteria have been refined; 
administration of the job classification process is more effective; 


more balanced and sensible guidelines have been established for performance 
appraisal; 


further improvements are planned in communicating with taxpayers and their 
advisors; 


taxpayers and their advisors are being consulted on a wider range of topics; 


on-going consultation between Revenue Canada, Taxation and the Department 
of Finance is much improved; 


improvements to the Advance Rulings process, including a broadening of the 
circumstances within which the Department will rule, and the intention to begin 
publishing rulings of general interest; 

more auditors have been appointed and new audit guidelines have been re- 
leased; however, more needs to be done to improve the efficiency of the audit 
function; and 


greater attempts are being made at all levels to settle disputes with taxpayers. 


Other changes that we have recommended are currently under consideration. 


These generally involve more complex management issues and can proceed only after 
a more detailed development process, or the provision of additional resources. For 
example, we have recommended that: 


a short mission statement be developed in line with the Declaration of Taxpayer 
Rights; 


further efforts of a formal nature within the government be made to ensure 
continuing Revenue Canada, Taxation, input to the tax policy development 
process; 


regionalization of the Department be fully implemented; 
a more comprehensive strategic planning process be implemented; 


improved use of new management information systems be developed to enable 
management to better control the Department's diverse activities; and 


more public attention should be focussed on the underground economy to 
improve levels of compliance. 


Other changes that we have recommended require amendments to current 


government policy and the Income Tax Act. For example, we have recommended that 
methods be explored for easing, or eliminating, annual tax filing requirements for many 
Canadians. 


Much has been done to improve the quality of tax administration in Canada since 


our appointment in early 1984. The process of change within the Department has 
accelerated since the Fall of 1984. Looking back over this period, we are impressed 
with the many positive changes within Revenue Canada, Taxation. Today, Canadians 
are served better by their tax administration and we believe this level of performance - 
can be sustained and improved. 


We would like to acknowledge the valuable time you and your Deputy Minister, 
Harry Rogers, spent with us during this assignment. Your vision of a sound tax 
administration for Canada, and the many thoughtful and compelling issues you raised, 
contributed significantly to this report. We would also like to acknowledge again the 
support and positive approach taken by so many of your officials across Canada 
throughout the entire term of this study. 


Yours sincerely, 


br~Atn JS wo 


W.A. Farlinger, FCA 
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PREFACE 


This Summary Report describes our major findings and recommendations re- 
sulting from our examination of the administration of the Income Tax Act by Revenue 
Canada, Taxation. It also emphasizes certain basic management issues which still 
need to be addressed to ensure an appropriate balance between service and enforce- 
ment and to maintain the enhanced quality of service taxpayers are currently receiving. 


We are also submitting a Detailed Report which describes the complex functions 
and systems within the Department, together with the numerous statistical analyses 
that we have undertaken. The Detailed Report includes more technical recommenda- 
tions for the internal management of the Department. While the Detailed Report 
describes our findings as of August 31, 1984, this Summary Report has been updated 
to March 1, 1985. 


Although the Department has begun to address the basic issues that will affect its 
long-term operations, much still remains to be done. The recommendations in both 
reports should be of help in this regard. 


We would like to express our appreciation to the many people who assisted us in 
this study. While not without initial apprehension, the officials and employees of the 
Department cooperated fully with us in attempting to find solutions to the various issues 
raised. We were greatly assisted by the many organizations that submitted briefs to us, 
and the individual citizens who wrote to us about their dealings with the Department. 
Finally, the Commissioners of the Inland Revenue in the United Kingdom, and of the 
Internal Revenue Service in the United States, spent several days with us and Deputy 
Minister Harry Rogers giving us a first-hand appreciation of their responses to chal- 
lenges faced by the income tax administration by all three countries. 
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CHAPTER 1: 
TERMS OF REFERENCE AND STUDY 
METHODOLOGY 


1.1 INTRODUCTION 


In January 1984, the Hon. Pierre Bussieéres, then Minister of National Revenue, 
appointed W.A. Farlinger, FCA, Partner in the firm of Woods Gordon, to undertake, with 
the resources of the firm, a review of the administration of the Income Tax Act. The 
initial terms of reference for the review were those set out in Exhibit 1.1. (See also full 
press release in Appendix A.) 


During February 1984, senior members of the Woods Gordon study team under- 
took an initial highlight review of the activities of Revenue Canada, Taxation to assist in 
the development of a work plan. Upon completion, we held discussions with the 
Minister of National Revenue, the Hon. Pierre Bussiéres, and agreed that the next 
phase of the study should be a Diagnostic Review of the functions undertaken by 
Revenue Canada, Taxation. The scope of the Review, with respect to each component, 
was established in consultation with the Minister. 


The specific details of the work plan were then reviewed with the Steering 
Committee established for the project by the Minister of National Revenue. This 
Committee included three senior representatives of the Department of Finance and 
three senior representatives of Revenue Canada, Taxation. With some minor amend- 
ments suggested by the Steering Committee, the work plan was approved and the 

study proceeded. 


In July 1984, the Hon. Roy MacLaren, the new Minister of National Revenue, 
requested that Mr. Farlinger expand his terms of reference to consider alternative forms 
of organization for Revenue Canada, Taxation. 


Following his appointment as Minister of National Revenue in September 1984, 
we met several times with the Hon. Perrin Beatty to brief him on the overall status and 
direction of our study. 


In view of the confidential data which our staff would encounter, it was agreed that 
Woods Gordon staff would sign the same confidentiality undertaking as Revenue 
Canada, Taxation staff. All 195 members of our staff involved in this study have signed 
this undertaking. 


1.2 METHODOLOGY 


A consistent format was followed for the review of each function. Typically, a 
review commenced with an analysis of data collected in the initial highlight review. Then 


Terms of Reference and Study Methodology 


Terms of Reference 


“The terms of reference require that the consultant, keeping in mind the legiti- 
mate rights of the taxpayer and the need to foster the public’s support of a self- 
assessing tax system, review and make recommendations upon: 


(a) the adequacy of the level of the Department’s services to the public; and 


(b) in terms of scale, evenhandedness and consistency, scope and timeliness, 
the adequacy and sensitivity of the Department's audit and assessing activi- 
ties. 


More specifically, the consultant will review: 


(a) field and Head Office organizational arrangements, particularly in light of new 
communications technologies; 


(b) operating policies and procedures to ensure that tax statutes are administered 
equitably and fairly; 


(c) communications systems, both externally with the public and internally; 

(d) management information systems from the standpoint of facilitating manage- 
ment planning and control; 

(e) standards against which operations can be measured; 

(f) | the Department's training and management development programs. 


While the confidentiality of taxpayer information will be protected, the consultant 
will be given access to such information and documents as are relevant to the conduct 
of the assignment. This will include data in the form of workload indicators and 
response times to enable analysis of departmental experience over the past few years 
and forecasts of probable future trends.” 


Source: Extract from press release dated January 1984 (see Appendix A). 
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reports of internal studies conducted by the Department within the last five years — or 
earlier if appropriate — were read. The relevant sections of the Taxation Operations 
Manual (TOM), a comprehensive manual containing the administrative policies and 
operating procedures of the Department, were also reviewed. Further, in-depth inter- 
views were undertaken with individuals in Head Office, Ottawa, who had direct or 
indirect responsibility for the function under review. 


Eighteen District Offices and six Taxation Centres were visited. During these 
visits, the particular functions were studied and the perceptions of the different levels of 
staff were gathered. The functions were reviewed both in the context of our previous 
findings and to describe interrelations between functions. 


On completion of the collection and analysis of information, our description of 
each function was reviewed by senior members of the Department, to ensure that the 
description of the system in existence in January 1984 and any changes initiated prior to 
March 1, 1985 was accurate. 


1.2.1. International Comparisons 


As background to our review of the activities of Revenue Canada, Taxation, we 
studied the manner in which national taxation systems are designed and administered 
in several other countries, and we visited the United Kingdom and the United States 
together with Deputy Minister H.G. Rogers. 


1.3 EXTERNAL CONCERNS 


A review of Hansard and an analysis of media comments on Revenue Canada, 
Taxation indicated that many individuals and groups who dealt regularly with the 
Department had specific concerns about the manner in which it was administering the 
Income Tax Act. A list of events that occurred in late 1983 and early 1984 is shown in 
Exhibit 1.2. Concerns arising from these and other events were addressed throughout 
the study. 


1.3.1 Federal Caucus Meetings 


Early in our study the Hon. Pierre Bussiéres, then the Minister of National 
Revenue, invited representatives of the federal caucuses of the Liberal Party, the 
Progressive Conservative Party and the New Democratic Party to meet Mr. W.A. 
Farlinger and his colleagues to express their views on the administration of the Income 
Tax Act. This led to Mr. Farlinger and two other members of the study team meeting 
representatives of the Progressive Conservative Party caucus and the Liberal Party 
caucus. The Members of Parliament were, for the most part, highly critical of the 
activities of Revenue Canada, Taxation. The subjects which were raised by the 
caucuses are covered throughout the report. 


1.3.2 Advertisement for Taxpayers’ Comments 


An advertisement was designed to solicit the views of taxpayers on the adminis- 
tration of the Income Tax Act. It was placed in newspapers across Canada, selected on 
the basis of the extent of circulation and geographic distribution. The list of newspapers 


Terms of Reference and Study Methodology 


Chronology of Public Events Prior to Commencement of Study 


1983 


Nov. 17: The Kitchener-Waterloo Record story on the Department's Kitchener 
District Office requesting access to municipal computer files was brought 
to the attention of the House by the Hon. Perrin Beatty. 


Nov. 19: |The Hon. Perrin Beatty filed a complaint with the Privacy Commissioner 
against Revenue Canada, Taxation. 


Nov. 29: Inthe House, the first reference was made to the use of a quota system by 
tax auditors. The Progressive Conservatives charged that the Kitchener, 
Hamilton, Calgary and Toronto offices were expected to produce a certain 
amount of revenue in a given time-frame. 


Dec. 1: The Canadian Conference of the Arts said artists face undue hardships 
when they are reassessed and charged back taxes for deductions pre- 
viously allowed. 


Dec. 2: The Public Service Alliance of Canada complained about the use of quotas 
in measuring the performance of departmental employees. 


Dec. 9: The New Democratic Party of Canada demanded that tax returns of artists, 
musicians, etc. be reassessed to restore deductions previously allowed 
and called for the establishment of a special committee and moratorium 
until Parliament could discuss the issue. 


Dec. 13: |The Standing Committee on Communications and Culture established a 
sub-committee to study the taxation of visual and performing artists. 


Dec. 19: After enquiries in the Department, the Minister of National Revenue admit- 
ted the existence of quota systems in some areas but emphasized that it 
was not departmental policy and would be stopped. 


Dec. 22: Chris Speyer, M.P., produced a document from the Toronto District Office 
asserting existence of a quota system. 


1984 


Jan. 16: The Opposition stated that third-party demands by Revenue Canada, 
Taxation made on small business and the freezing of bank accounts were 
ruining credit ratings and hurting banker-client relationships. 


Jan. 19: | The Minister of National Revenue appointed W. A. Farlinger, FCA, of 
Woods Gordon to investigate the administration of the Income Tax Act. 


a 
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is shown in Exhibit 1.3. Each of the taxpayer replies was categorized according to type 
of problem, functional area and District Office or Taxation Centre involved. Where 
appropriate, and with the taxpayer's approval, the letter was sent to the Department for 
further comment and explanation. In such cases, copies of the replies from the 
Department were made available to us for further review. 


1.3.3 Progressive Conservative Task Force 


During the course of our study, the Federal Progressive Conservative Party 
established a Task Force which travelled across the country to hear representations 
and to receive briefs from individuals, groups of taxpayers and tax professionals. Many 
of these briefs were also submitted to Woods Gordon. The briefs and media reports of 
these presentations, and the recommendations produced in the report of the Task 
Force, were taken into account in our analysis of taxpayer concerns. 


1.3.4 Concerns of Business, Labour and Professional Organizations 


To obtain the views of business, labour and professional organizations, a letter 
requesting specific comment on the administration of the Income Tax Act was sent toa 
number of business, labour and professional organizations across Canada. 


The briefs we received in response gave us extremely valuable information 
which we subsequently used to support both our findings and recommendations. The 
organizations which provided briefs are listed in Exhibit 1.4. 


1.4 STAFF CONCERNS 


To obtain a clear picture of the concerns of the staff and to determine if their views 
varied by grade, function or location, we commissioned Dimension Consultants to 
undertake a survey of some 4,500 Revenue Canada, Taxation staff. The results of the 
‘staff attitude survey are discussed in the relevant chapter. 


. 


1.5 MONITORING OF EVENTS INVOLVING REVENUE 
CANADA, TAXATION DURING THE STUDY 


During the course of our study, a number of events took place which had an 
impact on Revenue Canada, Taxation and on the manner in which it carries out its 
responsibilities. A brief list of those events is shown in Exhibit 1.5. 


1.6 MISSION FOR REVENUE CANADA, TAXATION 


At an early stage in the study, we expressed concern to the Minister, then the 
Hon. Pierre Bussiéres, about the difficulty in assessing the operation of the Department 
when there was no definitive mission statement to use as a benchmark. In fact, we 
found a variety of statements of the objectives of the Department. These statements 
had been prepared at various times for various purposes. A committee of representa- 
tives from the Departments of Finance, Justice and Revenue Canada, Taxation was 
established to draft a mission statement. 


Terms of Reference and Study Methodology 


Newspapers Used to Request Taxpayers’ Views 


NATIONAL: 
“Globe & Mail” 


BRITISH COLUMBIA: 
Nanaimo, “Daily Free Press” 


Vancouver, “The Province” 
“The Sun” 


Vernon, “Daily News” 
Victoria, “The Times-Colonist” 


YUKON & NWT: 
Whitehorse, “Whitehorse Star” 
Yellowknife, “News of the North” 


ALBERTA: 


Calgary, “Calgary Herald” 
“The Calgary Sun” 


Edmonton, “Edmonton Journal” 
“The Edmonton Sun” 


Lethbridge, “The Lethbridge Herald” 


SASKATCHEWAN: 
Regina, “Leader-Post” 


Saskatoon, “Star-Phoenix” 


MANITOBA: 
Brandon, “The Brandon Sun” 


Winnipeg, “Free Press” 
“The Winnipeg Sun” 


ONTARIO: 

Barrie, “The Examiner” 
Brampton, “The Daily Times” 
Cambridge, “Daily Reporter” 
Chatham, “Daily News” 
Guelph, “The Daily Mercury” 
Hamilton, “The Spectator” 
Kingston, “Whig-Standard” 


Kitchener, “Kitchener-Waterloo Record” 


London, “Free Press” 


Ottawa, “Le Droit” 
“The Citizen” 


Peterborough, “Examiner” 

St. Catharines, “The Standard” 
Sarnia, “Observer” 

Stratford, “Beacon-Hearald” 


Toronto, “The Toronto Star” 
“The Toronto Sun” 


Windsor, “The Windsor Star” 


Woodstock, “Daily Sentinel-Review” 


QUEBEC: 


Montréal, “La Presse” 
“Le Devoir’ 
“Le Journal de Montréal” 
“The Gazette” 


Québec, “Le Journal de Québec” 
“Le Soleil” 

NEW BRUNSWICK: 

Fredericton, “The Daily Gleaner” 

Moncton, “The Times-Transcript” 


Saint John, “Telegraph-Journal” 


NOVA SCOTIA: 
Halifax, “The Chronicle-Herald” 
Sydney, “Cape Breton Post” 


PRINCE EDWARD ISLAND: 


Charlottetown, “The Guardian” 


NEWFOUNDLAND: 
Corner Brook, “The Western Star” 


St. John’s, “Evening Telegram” 
“The Daily News” 
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List of Associations and Organizations that Submitted Briefs 


Blake, Cassels & Graydon 

Board of.Trade of Metropolitan Toronto 

Canadian Bankers Association 

Canadian Bar Association 

Canadian Chamber of Commerce 

Canadian Conference of the Arts 

Canadian Council on Social Development 

Canadian Export Association 

Canadian Federation of Agriculture 

Canadian Federation of Independent Business 

Canadian Horticultural Council 

Canadian Insolvency Association 

Canadian Manufacturers Association 

Canadian Medical Association 

Canadian Organization of Small Business 

Certified General Accountants Association of Canada 

Federation of Medical Specialists of Quebec 
and Federation of General Practitioners of Quebec 

H & R Block 

Montreal Board of Trade 

National Voluntary Organization 

Ontario Federation of Agriculture 

Progressive Conservative Task Force 

Regina Chamber of Commerce 

Unifarm 


Accounting Firms 
Clarkson Gordon 
Coopers & Lybrand 
Doane Raymond 
Kelly Graham Myska & Partners 
Peat, Marwick & Mitchell Fi 


Canadian and Provincial Institutes of Chartered Accountants 
CICA 
British Columbia 
Saskatchewan 
Manitoba 
Quebec 
Nova Scotia 
New Brunswick 
Prince Edward Island 


Provincial Governments 
British Columbia 
Alberta 
Saskatchewan 
Ontario 
New Brunswick 
Prince Edward Island 
Newfoundland and Labrador 


Terms of Reference and Study Methodology 
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Events Having an Impact on Revenue Canada, Taxation 


January 1984 — March 1985 


January 1984 W.A. Farlinger, FCA, Partner, Woods Gordon, appointed to study 


February 


April 


April 


May 


May 


June 


June 


June 


June 


July 


September 


November 


January 1985 


administration of Income Tax Act by the Hon. Pierre Bussieres, 
Minister of National Revenue. 


Budget proposals of the Hon. Marc Lalonde, Minister of Finance, 
included tax and administrative changes. 


H.G. Rogers appointed as Deputy Minister, Revenue Canada, 
Taxation. 


Progressive Conservative Task Force on Revenue Canada, Taxa- 
tion released report. : 


Privacy Commissioner issued report on complaint involving Re- 
venue Canada, Taxation’s attempted access to City of Kitchener 
database. 


Report of internal Task Force on Communications released. 
Supreme Court ruled in Stubart Investments Ltd. vs. Her Majes- 
ty the Queen that the Minister of National Revenue should not 
generally disregard an otherwise valid transaction solely because 
it is intended for tax minimization. 

Legislation from February budget tabled. 

Supreme Court in James Richardson & Sons Ltd. vs. The 
Minister of National Revenue set new guidelines for “fishing ex- 
peditions”. 

Hon. Roy MacLaren became Minister of National Revenue. 
Speech by the Hon. Roy MacLaren, Minister of National Revenue 
announced Mandate and Operational Principles for the Depart- 
ment. 


Hon. Perrin Beatty became Minister of National Revenue. 


Minister of National Revenue announced new policy directions to 
Canadian Tax Foundation. 


Minister of National Revenue introduced legislation allowing defer- 
ment of payment of taxes in dispute. 
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Cabinet approved a “Mandate and Operational Principles” statement for Re- 
venue Canada, Taxation and this was made public in a speech by the Hon. Roy 
MacLaren, then Minister of National Revenue, in Kitchener, Ontario on July 28, 1984 
(see Appendix B). At the same time, copies of the new statement were distributed to all 
employees of the Department. 


7 PROGRESS REVIEWS 


During the fact-finding and analysis phases of our study, W.A. Farlinger and 

other senior Woods Gordon staff met with the Minister of National Revenue. These 

meetings were designed to keep the Minister and his officials aware of progress, to 

~ make oral recommendations, and to keep abreast of developments taking place within 

Revenue Canada, Taxation which could have an impact on the conduct or outcome of 
our study. 


From time to time, W.A. Farlinger and several of his colleagues also met the six 
senior officials on the joint Revenue Canada, Taxation/Department of Finance Steering 
Committee. These meetings covered matters of administration and policy development 
involving both Departments. In addition, they allowed Woods Gordon to keep the 
Committee informed of the general progress of the study. 


Beginning in August 1984, we delivered to the Deputy Minister draft copies of 
chapters of our report. These drafts served as a basis of dialogue between senior 
officials and ourselves prior to finalizing our recommendations. 


In September 1984, we met with the new Minister of National Revenue, the Hon. 
Perrin Beatty, and informed him that many of our recommendations were in agreement 
with those of the Progressive Conservative Task Force, which he had announced that 
he proposed to implement. He instructed us to proceed with the review of our draft 
report with department officials. 


The final draft report was reviewed in detail with the Minister and the senior staff 
of the Department. : 
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CHAPTER 2: 
BACKGROUND EVENTS 


2.1 INTRODUCTION 


When Woods Gordon was retained in January 1984 to review the operations of 
Revenue Canada, Taxation, we decided it was necessary to assess the Department's 
current situation within the context of its historical development. In particular, we 
believed it was important to identify major events and trends over the previous fifteen 
years that had contributed to the expression, in 1983, of public and political concern 
about the administration of the income tax system. 


This chapter describes in brief the major events and trends in the period 
1970 — 1984 which had an impact on the administration of Revenue Canada, Taxation. 
In particular, it focusses on those events and trends which have affected the Depart- 
ment’s service to the public. 


As background, we believe it is important to recognize a few important features of 
the general environment in which the Department operates. These features — largely 
outside the control of the Department — affect how services are provided and how the 
public perceives the Department: 

— division of authority and responsibility for tax policy, interpretation of tax law and 
administration of the Income Tax Act among the Departments of Finance, 
Energy, Mines and Resources, Justice and Revenue Canada, Taxation; 

— multiple clients: 16 million individual and business taxpayers; the Departments 
of Finance, Health and Welfare, Statistics Canada and the Unemployment 
Insurance Commission; and provincial governments; 

— overall federal government management policies and procedures, including 
the emphasis in recent years on improved productivity and performance 
measurement; 

— size and seasonality of the workload and the difficulties this poses for man- 
agement; 

— recent economic conditions, which have heightened taxpayer awareness of, 
and resistance to, taxation; and 

— increasing use and sophistication of tax planning techniques by taxpayers and 
their advisors and a resulting increase in the number of adversarial rela- 
tionships. 


We believe that these environmental features have contributed to the develop- 
ment of public and political concerns about the administration of the tax system in 
recent years. 
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2.2 MAJOR TRENDS 
Several gradual trends have affected the administration of the Department and 

have had an impact on service to the public. These trends include: 

— increasing complexity of the tax system; 

— decentralization; 

— computerization; 

— increasing work load volumes; 

— growth in staff resources slower than growth in work load; 

— productivity improvements; and 

— decreasing audit coverage. 


2.3 KEY EVENTS 


2.3.1. The Carter Commission and White Paper on Tax Reform 


The Royal Commission on Taxation (chaired by the late Mr. K.L. Carter, FCA) 
was established in 1962 and reported at the end of 1966. The Commission's six-voiume 
report recommended major changes to the Income Tax Act to produce what, in its view, 
would be a more equitable tax system. 


In response to the Carter report, the Government released a White Paper on Tax 
Reform in November 1969 and invited responses through a variety of mechanisms. 
This broad-based feedback was used to finalize the revised tax legislation which 
became effective in January 1972. 


2.3.2 Internal Department Initiatives in 1970-1971 


Although the tax reform legislation had yet to be introduced, a new Deputy 
Minister, Mr. Sylvain Cloutier, began in 1970 to initiate many of the philosophical and 
administrative changes recommended by the Carter Commission. The most important 
of these changes were: 


— establishment of an internal Tax Reform Task Force to study possible mecha- 
nisms for implementation of the Commission’s report and the White Paper; 


— establishment of an open-door policy to provide more information to the public 
about interpretation of tax legislation and to obtain input from external spe- 
Cialists; 


— reorganization of the Department to respond to the Carter Commission’s con- 
cerns about accountability and objectivity; and 


— introduction of a performance review program which became more widely 
known as management by objectives, and which extended the government's 
Planning, Programming, Budgeting System for resource planning at the depart- 
mental level to the level of the individual employee. 


2.3.3. 1971 Tax Legislation 


In response to comments on the White Paper from many interested parties, the 
June 1971 budget provided the details of the government's tax legislation, to be 
effective January 1, 1972. 


A 
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This new legislation represented the most comprehensive package of tax 
changes undertaken since the establishment of the Canadian income tax system in 
1917. It aimed at a more equitable distribution of the tax burden across the population, 
based on ability to pay. A most important change was the inclusion of capital gains in 
the income base. 


The 1971 tax legislation caused major, rapid change to the tax system. it 
increased the complexity of the system (for both personal and corporate taxation) and 
thus the need for service to taxpayers to assist them in self-assessment and the need 
for well-trained staff. 


2.3.4 Decentralization 


In the early 1970s, some of the practical disadvantages of a highly-centralized 
taxation system began to show. For example, there was a serious and persistent 
shortage of staff capable of handling the mounting seasonal work loads at the Ottawa 
Data Centre — the single computer-processing centre for the Department. 


The introduction by the government of a decentralization program, to distribute 
employment opportunities and to increase the federal presence across the country, 
also brought centralization into question. Department staff requested a second data 
centre, preferably in Winnipeg, to handle the Western Canada tax returns. Their 
forecasts indicated that two centres would be sufficient until the early 1980s. The 
Minister decided to propose the full long-range plan of total decentralization to regional 
service centres. Cabinet subsequently approved the establishment of six Taxation 
Centres in addition to Ottawa. 


A long-range environmental analysis was drafted by the Department in the 
Summer of 1975, followed by a series of strategic planning sessions in the Fall. Five 
broad objectives were developed: 


— to improve compliance with the self-assessment taxation system; 

— to improve operation of the self-assessment system without additional re- 
sources; 

— to decentralize; 

— to reduce inconsistencies in the administration of the tax laws; and 


— to establish, communicate and monitor goals and priorities throughout the 
Department. 


Decentralization gradually became the number one priority, getting its basic 
impetus from the need to solve the operational problems of the Ottawa Data Centre. 


2.3.5 Regionalization and Reorganization 


In July 1977, Mr. B.A. MacDonald, formerly with the Treasury Board, became 
Deputy Minister of the Department. In October 1977, he submitted a reorganization 
proposal to Treasury Board which recommended the establishment of four new region- 
al offices, headed by Assistant Deputy Ministers, who would have full responsibility and 
commensurate authority over operational programs in their respective regions. Trea- 
sury Board approved the proposal in principle in November 1977. This reorganization 
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initiated the debate, which continues today, over regional versus head office responsi- 
bility for monitoring problem areas and ensuring policy consistency across the country. 


2.3.6 Clarification of Regional and Functional Responsibilities 


In 1979, the Deputy Minister moved to further clarify regional versus functional 
area responsibilities. Detailed resource allocation decisions were to be made centrally, 
while the functional areas at Head Office were to monitor performance in the field. 
Unacceptable levels of performance were to be communicated to the regional Assis- 
tant Deputy Minister for explanation and correction. As long as the regions met the 
performance standards, they were given the authority to adapt national programs to 
meet local circumstances. 


2.3.7 New Performance Review/Employee Appraisal System (1982) 


The Department has had a performance review process for many years. Early 
versions, however, were based on subjective assessments of traits and capabilities, 
and no one was totally satisfied with them. In 1982, with assistance from Treasury 
Board, the Public Service Commission and the Public Service Alliance of Canada, the 
Department developed and implemented a new process which focussed much more on 
objective, measurable performance and on employee training and career develop- 
ment. 


2.3.8 Late Passage of the 1981-82 Tax Legislation 


The delay in passing the 1981 and 1982 tax changes until the Spring of 1983 
resulted in delays in computer programming and consequent delays in processing T 1 
returns. This, in turn, delayed the issuing of refunds to taxpayers. This negative impact 
on service to the public was reflected in a major increase in public enquiries and 
complaints directed at the Department. 


2.3.9 Surveys of Public Opinion 


In 1976, the Department commissioned a private firm to undertake the first of a 
series of annual surveys. The intent was to monitor both public awareness of the 
Department's tax season advertising campaign and public attitudes towards tax forms 
and Revenue Canada, Taxation services in general. The survey has been repeated 
annually, although its usefulness has been somewhat limited because the sample of 
1,000 taxpayers excludes self-employed individuals. Thus, it under-represents the 
opinions of taxpayers who have been involved with the Department beyond the routine 
T1 return process. 


The survey reports have been consistent over the years. They show that atti- 
tudes of salaried taxpayers towards Revenue Canada, Taxation and the service it 
provides continue to be quite positive. The surveys in 1983 and 1984, however, 
documented a decline in positive opinion towards the Department. 


2.4 EVENTS OF JANUARY 19, 1984 TO MARCH 1, 1985 


The pace of events quickened between January 19, 1984 and March 1, 1985. 
The following major events bring many of the themes of this report into focus. 


Chapter 2 19 


2.4.1 January 19, 1984 — Woods Gordon Appointment 


The Hon. Pierre Bussiéres, then Minister of National Revenue, appointed W.A. 
Farlinger, FCA, Partner, Woods Gordon, to conduct a study of the administration of the 
Income Tax Act and to make recommendations on: 


a) “the adequacy of the level of the Department’s services to the public; and 


b) interms of scale, evenhandedness and consistency, scope and timeliness, the 
adequacy and sensitivity of the Department’s audit and assessing activities.” 


2.4.2 April 3, 1984 — New Deputy Minister Appointed 


Mr. H.G. Rogers was appointed Deputy Minister, Revenue Canada, Taxation. 
When the Minister of National Revenue announced the new appointment, he made 
public a letter to the new Deputy Minister requesting him to undertake specific tasks 
(this letter is reproduced in Appendix C). 


2.4.3 April 8, 1984 — Progressive Conservative Task Force Report 


The Progressive Conservative Task Force on Revenue Canada, Taxation re- 
leased its report April 8, 1984. The report concluded that “there has been a marked 
hardening in the Department's dealings with taxpayer.” It recommended major 
changes in the areas of accountability, communications, collections, assessing, 
appeals, personnel management, forms and the role of the Minister. 


Many of the recommendations in the Task Force report coincide with the results 
of our analysis. The recommendations have been reviewed and commented on, as 
appropriate, throughout this report. The government, Minister and Department have 
attached high priority to implementation of the Task Force’s recommendations. As of 
March 1, 1985, a majority of them had been adopted. 


2.4.4 May 24, 1984 — Revenue Canada, Taxation Communications 


Report 
A Revenue Canada, Taxation internal Task Force submitted a report assessing 
the Department's communications needs. The report contained many ideas on how to 
carry out the Department's mission to serve taxpayers who face difficulties in self- 
assessment. It recommended a “clearly focussed and directed” communications func- 
tion, and research to identify taxpayer needs so that the taxpayer services could be 
improved. 


2.4.5. June 30, 1984 — New Minister of National Revenue 


The Hon. Roy MacLaren was sworn in as the new Minister of National Revenue. 
He had served previously as the Minister of State, Department of Finance. 


2.4.6 July 26, 1984 — Minister of National Revenue’s Announcement 


The Hon. Roy MacLaren, Minister of National Revenue, released a new Cabinet- 
approved Mandate and Operational Principles Statement for Revenue Canada, Taxa- 
tion. This mandate focussed on applying laws fairly and courteously, so that every 
taxpayer pays the correct amount of tax — no more, no less. 
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2.4.7 September 17, 1984 — New Minister of National Revenue 


The Hon. Perrin Beatty was sworn in as the new Minister of National Revenue. As 
former Chairman of the Progressive Conservative Task Force on Revenue Canada, 
Taxation, he announced that his top priority would be implementing the recommenda- 
tions of the Task Force report. 


2.4.8 January 30, 1985 — Proposal to Defer Collection of Taxes 
in Dispute 
A Notice of Ways and Means Motion containing draft legislation which would 
allow taxpayers to withhold payment of amounts disputed in formal objections was 
tabled in the House of Commons. 


2.4.9 February 28, 1985 — Declaration of Taxpayer Rights 


On February 28, 1985, the Minister of National Revenue released the “Declara- 
tion of Taxpayer Rights”, reproduced in Exhibit 5.1. 


2.5 SUMMARY 


Our review of the major events and trends in the Department over the previous 
fifteen years revealed an organization responding to continuous change; moderate in 
pace until 1970, after which there was rapid acceleration. 


Many of the changes which took place in the 1970s and early 1980s were beyond 
the immediate control of the Department. Other changes, however, were the result of 
senior management decisions. A very significant issue was government restraint which 
reduced the Department’s ability to provide satisfactory service to taxpayers. Scarce 
resources also resulted in perceived pressure on assessing and collection staff to take 
a tough line with taxpayers. 


In 1983, major events and changes of the previous decade culminated in growing 
public concern about the tax administration. The government responded by initiating 
the current major review process. 
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CHAPTER 3: 
STAFF ATTITUDES AND CONCERNS 


3.1. INTRODUCTION 


It has become virtually an axiom of modern management that an organization's 
people are its most important resource. This chapter looks at the opinions, attitudes and 
concerns of the people who worked at Revenue Canada, Taxation in 1984. 


These were expressed in a survey we commissioned, by Dimension Consul- 
tants, during late June and early July of 1984. The survey method was chosen in order 
to reach a large number of employees and to provide each with an equal opportunity to 
be heard. It sampled some 4,500 of the Department's staff; this represented roughly 
one-third of all permanent employees. 


Our objectives for the survey were three-fold. The first objective was to identify 
what employees of Revenue Canada, Taxation saw as the major problems and 
opportunities facing the Department. The second was to elicit the attitudes, opinions 
and perceptions of staff; this allowed comparisons with the intent expressed in the 
Mandate and Operational Principles Statement which the Department issued shortly 
after the survey was undertaken. Our final objective in conducting the survey was to 
gather additional, and quite specific, information for use in other areas of our investiga- 
tion. 


: The survey results support many of the recommendations made elsewhere and 

‘ they will assist the Department in establishing priorities for future action. However, like 
all surveys, this one reflects attitudes and concerns at a particular point in time. The 
responses of staff would likely be different if the survey were conducted today: 


Since this survey was designed specifically for use within Revenue Canada, 
Taxation, no norms are available. As a result, comparisons cannot be made between 
employees in the Department and those in other organizations. The findings can be 
used to point out differences within the Department, but not differences between this 
Department and any other group. 


Readers should note that figures in the exhibits do not always add to 100 percent, 
due to multiple answers, questions unanswered or rounding. 


3.2 SURVEY BACKGROUND AND METHODOLOGY 


With the agreement of the Minister, we commissioned Dimension Consultants to 
undertake a staff attitude survey. The briefs we received from business, labour and 
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professional organizations and our own observations formed the basis on which initial 
questions were designed. These questions were supplemented by others designed to 
collect information of specific interest both to us in other areas of our investigation and 
to the Department directly. The final questionnaire, in short, reflected input from 
Dimension Consultants, from our firm and from the Department itself. 


We wanted to ensure representative sampling from each office and from each 
function. We also wanted fair and equal representation of all grades of employees, and 
anonymity of participants. The sample was restricted to permanent staff who had been 
with the Department for more than one year; it covered one-third of these. Slightly fewer 
than 25 percent of the participants described themselves as having management or 
supervisory responsibilities. 


3.3 SURVEY FINDINGS 


In this section we set out the major findings which we identified during the course 
of the study and our suggestions for improving staff attitudes and addressing their 
concerns. 


3.3.1 FINDING: EMPLOYEES HAD DIFFERING PERCEPTIONS OF THE 
DEPARTMENT’S ROLE 


The survey questionnaire included several questions on the role of Revenue 
Canada, Taxation. Some of these questions were free form and resulted, as might be 
expected, in a wide variety of responses. Analyses of some of the answers are shown in 
Exhibit 3.1 and 3.2. Taken together, the answers to the questions allowed us to arrive at 
several conclusions: 


— staff of Revenue Canada, Taxation had differing perceptions of the role of the 
Department; 


— while the majority of staff pointed to both compliance with the law and services 
as primary roles of the Department, compliance was given greater emphasis 
than service; 


— many staff were comfortable with the degree of emphasis on compliance, 
though most would have liked to see greater stress placed on service; 


— staff perceived management as emphasizing compliance with the law even 
more strongly than they themselves did; and 


— employees felt the Department should project a public image based more on 
service than compliance. 


3.3.2 FINDING: A SUBSTANTIAL NUMBER OF EMPLOYEES 
BELIEVED THAT THEY WERE NOT BEING ENCOURAGED TO 
EMPHASIZE QUALITY OF SERVICE 


A number of survey questions were designed to ascertain whether the Depart- 
ment emphasized service as well as enforcement. Sixty-seven percent of the em- 
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PERCEIVED DIFFERENCES IN BELIEFS ABOUT THE ROLE OF 
REVENUE CANADA, TAXATION 


A DEPARTMENT WHOSE ROLE IS TO 
HELP TAXPAYERS VOLUNTARILY 
COMPLY WITH THE TAX LAWS 


2 

3 

4 
THE IMAGE WHICH SHOULD BE PROJECTED TO THE PUBLIC 4.12 
WHAT I BELIEVE 4.62 

5 

6 

WHAT TOP MANAGEMENT BELIEVES 6.63 = 7 

8 


10 


A DEPARTMENT WHOSE ROLE IT IS TO 
ASSESS AND COLLECT TAXES, CATCH 
OFFENDERS AND DETER OTHERS FROM 
CHEATING ON THEIR TAXES 


Es SS = 
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What do you think Revenue Canada, Taxation’s 
principal role is? 


To collect the right amount of tax 
To provide taxpayers with help 
To administer tax law 


To preserve/maintain the integrity of a 
voluntary tax system 


To assess taxes correctly 

2 make sure taxpayers are treated equally 
Did not say 

To enforce tax act 

To ensure correct reporting of income 

To provide a public service 


To be consistent/uniform/apply the same 
procedure to everyone 


To provide revenue for the country 


To collect other, non-income taxes/CPP/UIC 


To send all money owed the public back quickly 


Other comments 


To perform audits/reassessments 


To be efficient/well-organized/to not waste money 


% of Total 
Respondents 


37 
ihe) 


19 


18 
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ployees who answered the questionnaire had direct contact with taxpayers; did they 
believe that the Department wished them to emphasize their service role equally with 
enforcement? The answers indicated that there was a substantial number of em- 
ployees who believed that they were not being encouraged to emphasize quality of 
service to the degree they should have been. 


We next asked employees to compare the emphasis on quality of service with the 
stress placed on production. Once again, quality came out a poor second. 


On the whole, the answers to these questions suggested that the Department 
had not adequately conveyed to its employees the relative value of service over 
enforcement. 


3.3.3 FINDING: REVENUE CANADA, TAXATION HAD NOT 
ADEQUATELY COMMUNICATED TO EMPLOYEES HOW IT 
EXPECTED TAXPAYERS TO BE TREATED 


We asked employees what they believed the Department's attitude was towards 
taxpayers. Respondents were to indicate the degree to which they concurred with the 
statement “At Revenue Canada, the general attitude is that the individual taxpayer is 
honest until proven otherwise” (see Exhibit 3.3). While approximately 55 percent 
agreed, more than 40 percent disagreed, at least to some extent, with the statement. 


We asked employees whether, based on personal experience within the Depart- 
ment, they would say that abuse or misuse of power had occurred in Revenue Canada, 
Taxation. The 66 percent of employees who felt that abuses had occurred “very often” 
(14 percent), “occasionally” (35 percent) or “seldom” (17 percent), were asked to 
describe them. They cited instances involving harsh and unfair treatment of taxpayers. 


These responses suggested that some employees, at least some of the time, 
were either unaware of or insensitive to the actions required to provide good service to 
taxpayers. In our view, not only had the Department failed to make clear the emphasis it 
wished to place on service, but also it had been unsuccessful in articulating for 
employees the kind of behaviour required of them to support a greater service orienta- 
tion. 


3.3.4 FINDING: MOST EMPLOYEES DID NOT FEEL THEY WERE 
BEING PRESSURED TO BECOME TOUGHER ON TAYPAYERS, 
ALTHOUGH A MINORITY DID 


The survey asked employees whether they were aware “of any changes in 
departmental policies or procedures which have encouraged auditors and collections 
officers to ‘get tougher’ in their assessment and collection practices.” 


The responses indicated that relatively few employees who worked in the re- 
spective functions believed that the existing policies with regard to assessing, auditing 
and collections were “too tough”, (see Exhibit 3.4). Many of those who believed that 
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Exhibit 3.3 _ 


PERCEPTIONS OF THE HONESTY OF TAXPAYERS 


MOST TAXPAYERS ARE HONEST 


HOW THE DEPARTMENT SHOULD ENCOURAGE 
STAFF TO VIEW TAXPAYERS 4.02 7] 


HOW I VIEW TAXPAYERS 4.14 ——3 


HOW THE DEPARTMENT ENCOURAGES STAFF TO 
VIEW TAXPAYERS 5.22 Be 


MOST TAXPAYERS ARE DISHONEST 


10 
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policies had encouraged employees to become tougher still did not perceive this shift in 
emphasis as too strong. Most employees perceived the policies in force at that time to 
be about right or not tough enough. 


hibit 3.4 


Have any changes occurred which encouraged 
auditors and collectors to “get tougher”? 


% of Respondents 


ves 24 
No 46 
No opinion 22 
Did not say 8 


We examined specific policies or practices to determine if they were perceived by 
employees as encouraging them to take a tougher stance with taxpayers. We asked 
auditors whether they had been encouraged to become tougher or stricter in reassess- 
ments of taxpayers reaching back into previous years. While 21 percent said “yes”, 48 
percent said “no” and the remainder did not respond or had no opinion. We asked, as 
well, whether auditors and assessors felt they had too much power, not enough power 
or neither too much nor too little. Only 8 percent felt they had too much power or 
discretionary decision-making authority. Another 21 percent said they had too little and 
48 percent felt the amount of authority they had was appropriate. A further 14 percent 
had no opinion and 9 percent did not answer the question. . 


In collections, we asked whether a reasonable amount of time was allowed for 
the payment/settlement of delinquent accounts. Approximately 73 percent of those in 
collections thought there was, 13 percent disagreed, 2 percent had no opinion and 12 
percent did not answer. We also asked whether the Department had become more 
insistent than in the past on payment in full of delinquent accounts. Had it become less 
inclined than it had been a few years earlier to negotiate settlements with time to pay? 
Of those in collections, 33 percent agreed, 45 percent did not, 11 percent had no 
opinion and 11 percent did not answer. 


To this point, the survey findings suggested that a minority of employees felt that 
the Department had encouraged staff to become tougher on taxpayers. Exhibit 3.5 
shows that 44 percent of those who worked in audit, assessing and collections believed 
that the performance evaluation system placed undue pressure on them to be tough 
with taxpayers. Few were able to agree, however, on which specific policies or prac- 
tices placed inappropriate pressure to adopt such a stance. 
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Does the evaluation process encourage you to be tougher? 


% Of Respondents 


Yes 44 
No 30 
No opinion ifs 
Did not say 10 


The findings pointed to the unsanctioned use of various production standards 
and targets (e.g., revenue raised) as the strongest single contributor to any inappropri- 
ate and undue pressure on employees to be “tough” with taxpayers. On the whoie, 
however, most employees believed that the Department's treatment of taxpayers was 
about right or even too lenient. 


3.3.5 FINDING: MEANS AND CHANNELS OF INTERNAL 
COMMUNICATIONS HAD NOT SERVED THE DEPARTMENT’S 
INTERESTS WELL 


While information on a variety of subjects was considered important, the highest 
priority was placed on information related to job responsibilities, to individual perfor- 
mance and to the reasons behind management decisions affecting the employee. 


We asked employees how much information they received and whether they felt 
this was enough. Employees reported that they received little information concerning 
problems faced by the Department. They also replied that they knew the least about the 
reasons behind management decisions, both as these decisions affected them directly 
and as they affected policies in general. Furthermore, employees believed they should 
have received substantially more information on all subjects. 


The survey results showed that higher management was not perceived to be 
either a frequent source of information or a generous one; supervisors fared somewhat 
better in these responses. Nevertheless, in terms of frequency and to some extent 
amount, even supervisors were surpassed by the “grapevine”, despite the fact that it 
was considered to be the least reliable source. Reliance on the grapevine, coupled with 
the number of people who reported that they did not have any source for various types 
of information, suggested that much important information was either not transmitted or 
was passed through informal channels. 


How did staff perceive the honesty of the various channels of communication? 
The survey results suggested that supervisors were seen as a relatively open and 
honest source of information. The Taxation Operations Manual (TOM), telexes and 
departmental memos were viewed as relatively honest sources, although these were 
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seen as less open. “Deductions”, the Department's internal magazine, also appeared 
to be a source which could be relied on. 


Compared to the sources just mentioned, neither management nor the unions 
were perceived as particularly reliable sources of information. Staff were particularly 
concerned with the lack of openness of management's communications. This concern 
was reflected in another of the questions included in the survey. We asked employees 
to indicate whether they agreed with the statement, “Revenue Canada, Taxation’s 
management only tells employees what they want them to know.” Almost 57 percent of 
employees said they “agree strongly” and a further 33 percent said they “agree 
somewhat”. Only 10 percent said they disagreed to any extent with the statement. 


All of these findings taken together pointed to a clear need for the Department to 
improve the quality and amount of internal communication. We believe that supervisors 
should provide more information to employees about job responsibilities and about 
management decisions affecting them. They should also provide employees with more 
balanced and regular feedback on their performance. In addition, management should 
introduce more formal and regular channels of communication, particularly those which 
encourage two-way communication. 


3.3.6 FINDING: EMPLOYEES WANTED TO BE MORE INVOLVED IN 
DECISIONS WHICH AFFECTED THEM 


In most organizations, employees want to be more involved in decisions which 
affect them; Revenue Canada, Taxation’s employees felt similar concerns. Employees 
wanted to hear more and be permitted to say more, particularly with regard to matters 
which affected them directly. This request was particularly strong for information on 
their job function, for feedback on their performance, for reasons behind management 
decisions affecting them and for input to changes in policies and procedures. Em- 
ployees said they had to rely on the “grapevine” for most of their information. Approx- 
imately 60 percent of employees described the flow of information as “downward”, or 

“mostly downward”, while 65 percent wanted to see at least some upward communica- 
tion as well. F 


The findings also suggested that employees were unhappy with the amount of 
recognition and feedback they received. Asked how much recognition there was for 
work well done, the average response was 4 on a scale from 1 (minimum) to 10 
(maximum). How much did employees feel there should be? The average was 8 on the 
same 10 point scale. 


In many organizations, meetings provide the vehicle for staff input. How frequent- 
ly were meetings held with the staff of Revenue Canada, Taxation, and did staff 
perceive such meetings to be frequent enough? Most employees were satisfied with 
the frequency of informal work-related talks, however, many would have liked to see the 
frequency of group meetings and informal work reviews increased. 


There were clear indications throughout the survey that, with the exception of 
informal work-related talks, employees wanted more frequent opportunities for two- 
way discussion, particularly on matters of immediate concern to them. Providing such 
opportunities might well have assisted the Department in reaching the 76 percent of 
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employees who disagreed with the statement, “At Revenue Canada, Taxation, man- 
agement cares about the opinions and concerns of each employee.” 


3.3.7 FINDING: MANAGEMENT AT REVENUE CANADA, TAXATION 
HAD NOT BEEN SUFFICIENTLY RECEPTIVE TO THE 
CONCERNS OF EMPLOYEES 


We have pointed to several of the concerns that employees had about those who 
manage the Department. They felt that management could have been more open and 
honest in its communication with them. They also felt that management did not provide 
adequate information and was not sufficiently responsive to or interested in the opin- 
ions of staff. 


Had these perceptions undermined the respect and trust employees had for the 
management of the Department? We asked employees this and also asked them to 
compare the administration of Revenue Canada, Taxation to other federal government 
departments. Their responses to the first question indicated that the management of 
Revenue Canada, Taxation did not enjoy a high level of confidence from its employees. 
Their replies to the second, however, indicated that few employees believed the 
Department was more poorly run than others in the Federal Government. 


It appears that the concerns of employees had not undermined their belief in the 
Department's ability to discharge its obligations to the public. Employees had reserva- 
tions, however, about the internal management of the Department. For example, 
employees pointed to a number of internal difficulties which were within the power of the 
Department to correct (e.g., communications, work-load pressures, training and clarity 
of policies). Many of these issues mirror the lack of emphasis which employees 
perceived the Department placed on helping them to do their job better. 


3.3.8 FINDING: STAFF FELT THERE WERE SEVERAL AREAS 
WHERE IMPROVEMENTS WOULD ASSIST THEM IN DOING 
THEIR WORK BETTER 


How satisfied were employees with their work and with other aspects of their 
work environment? What problems did they face and what changes did they recom- 
mend? Employees appeared to be reasonably well satisfied with their present jobs 
(only 24 percent expressed some dissatisfaction). 


Using an open-ended question format, we asked employees what kind of prob- 
lems they faced in doing their jobs as well as they would like to. Were there any internal 
departmental policies or procedures that made it difficult for them to do their jobs as well 
as they would like or in the way they felt they should be done? 


Many of the recurrent themes in the answers to this question have been dis- 
cussed under earlier findings. What bears noting here is the strong emphasis on 
various aspects of the Department's policies and procedures. These were described as 
too complex, not sufficiently clear or appropriate, and changing too quickly. 
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We also provided employees with a list of possible problems and asked them to 
choose the three which were “inhibiting you most in doing your job as well as you would 
like.” The responses pointed to three key areas which deserve management's atten- 
tion: internal communication; policies and procedures; and work-load pressures. 


While employees wanted to see improvements in all of the areas on which we 
questioned them, those which were of most concern were consistent with the findings 
discussed earlier. Staff wanted: 


— more recognition for a job well done; 

— improved communications between various divisions and functions; 
— more training; 

— greater clarity in policies and procedures; and 

— more direction and communication from management. 


3.3.9 FINDING: EMPLOYEES WERE SATISFIED WITH THE 
QUALITY OF TRAINING, BUT WANTED MORE 


The survey asked employees to report on the amount, frequency and timing of 
training received. In addition, we asked a number of questions designed to provide 
information on employees’ attitudes toward training. 


The survey results are clear. While employees were reasonably satisfied with the 
quality of the training they received, they wanted more training more frequently and 
they wanted to have a bigger say in training decisions affecting them. 


The chapter on Training provides more detailed information on this subject and 
extensive recommendations. 


- 3.3.10 FINDING: EMPLOYEES WERE DISSATISFIED WITH THE 
CURRENT PERFORMANCE EVALUATION PROCESS 


Like training, the Department’s methods for evaluating employee performance 
were a topic of some debate. Almost 95 percent of those who participated in the survey 
reported that they had received a formal performance evaluation during the last year. 
Almost half of these employees, however, were “not at all satisfied” with the perfor- 
mance evaluation system. 


Employees were most dissatisfied with the lack of follow-up on training and 
development recommendations. The amount of time supervisors spent on formal 
evaluations as well as the thoroughness of the training and development system were 
also considered unsatisfactory. The results (shown in Exhibit 3.6) suggested that, while 
adequate attention was paid to quantity of work produced, this was not balanced with 
sufficient attention to quality. The results also indicated that many employees believed 
the evaluation process was weakest with regard to assessing their technical compe- 
tence, their administrative skills and the quality of their dealings with taxpayers. 


There were also strong indications that supervisors did not devote sufficient time 
to formal and informal discussions with staff about their performance. 
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The current process enables 
an accurate assessment of... 


Agree Agree Disagree Disagree 
Completely Somewhat Somewhat Completely 
% % % % 

Technical competence 19 46 20 14 
Administrative skills ae) 38 24 20 
Quality of interface with 

taxpayers 16 35 22 21 
Quantity of work | 

produce 30 37 17 ul 
Ability to work 

effectively with other 

employees of Revenue : 

Canada, Taxation 28 38 wig? is 
Quality of work | 

produce fae: 38 21 15 


3.3.11 FINDING: MECHANISMS WERE NEEDED FOR 
COMMUNICATING EMPLOYEES’ CONCERNS AND IDEAS TO 
SENIOR MANAGEMENT 


The results of the survey indicated clearly a need for senior management to 
respond to, and to be seen as responsive to, the many concerns which employees 
raised. In addition, there was a need to establish mechanisms through which em- 
ployees could communicate their concerns, and their ideas, to senior management on 
an ongoing basis. 


Revenue Canada, Taxation Action 


Departmental management have committed themselves to a plan of action under 
which individual managers (Chiefs of Divisions up to ADMs) will: 


— consult periodically with their immediate subordinates; 

— listen to their concerns and suggestions; 

— resolve matters on the spot, where possible; 

— commit themselves to resolve other matters within a designated period of time; 


— report back periodically to their immediate subordinates on the status of prior 
commitments; 


— obtain feedback from subordinates on whether prior actions have resolved their 
original concerns; and 


— report periodically to their own immediate superiors on all of the foregoing, in 
particular those matters that would require the assistance of superiors in 
resolving. In addition, lower management levels would express their own 
concerns and suggestions to their superiors, who would be responsible for 
responding in the fashion described above. 
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CHAPTER 4: | 
TAX POLICY FRAMEWORK 


4.1 INTRODUCTION 


This chapter reviews the way in which income tax policy is formulated in Canada. 
It reviews the sources of tax law and the procedures through which changes in policy 
are effected. Since Revenue Canada, Taxation is charged with the administration of 
our tax laws, it is important to consider how these laws are formulated and the extent to 
which the Department has a role in this process. 


The primary codification of Canadian tax law is the Income Tax Act. Other 
sources elaborate on or interpret the provisions of the Act, including Regulations to the 
Act and decisions of the courts. Canada also maintains a network of tax treaties with 
other countries which often override or modify the general tax provisions in the Income 
Tax Act. 


In Canada, unlike in many other countries, responsibility for tax policy has been 
segregated from responsibility for tax administration. Income tax policy is developed by 
the Minister of Finance with the assistance of officials from that Department. Legislative 
amendments to reflect changes in tax policy generally occur as a result of federal 
budgets brought down by the Minister of Finance. 


Following new or revised tax legislation, it falls to the Minister of National 
“Revenue, through his officials, to administer the provisions of the Income Tax Act as 
they are written by Parliament and as they are interpreted by the Courts. 


While the Act has as its main goal the raising of government revenues, it is also 
used as a social and economic policy tool. It contains many provisions designed to 
achieve or support government objectives in these areas. 


Historically, attempts to provide a variety of benefits to particular classes of 
taxpayers have generated considerable additional complexity, both in the wording of 
the relevant sections of the Act and in the number of forms which taxpayers are required 
to complete. The use of the Act to implement social and economic policies during the 
1970s and early 1980s has resulted in many administrative difficulties for the taxpayer 
and the administrator alike. 


In recent years, these difficulties have been compounded by delays in the 
passage of tax legislation. These delays have given rise to uncertainty, both for tax 
administrators and taxpayers, and sometimes have presented serious difficulties for 
taxpayers whose transactions or arrangements were affected by proposed amend- 
ments. 
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While Revenue Canada, Taxation does not make tax policy, it gains, in its role as 
tax administrator, first-hand knowledge of the administrative viability of the tax system 
and areas where the law could be simplified or clarified. It is therefore important that 
proper channels exist through which the Department can provide meaningful sugges- 
tions for improving the law it administers. 


4.2 SOURCES OF INCOME TAX LAW 


4.2.1 General 


Any observation on the administration of the income tax system must be made 
within the overall context of the tax system itself. The main elements of this legislative 
framework consist of: 


— the Income Tax Act enacted by Parliament, which includes the Income Tax 
Application Rules; - 


“4 regulations to the Act, prescribed by the Act and made by the Governor in 
Council; 


— provincial tax legislation administered by Revenue Canada, Taxation; and 


— international treaties, the Income Tax Conventions Act and federal-provincial 
agreements. 


The application of all of these elements is affected by decisions of the various 
courts which adjudicate tax disputes. Although Revenue Canada, Taxation’s mandate 
is to administer this legislation, it plays a relatively minor role in the overall development 
of policies. The Department does assist to a greater extent in the technical drafting of 
new legislation, including whether a draft reflects a policy's intent and whether the 
policy can be administered. 


4.2.2 Court Decisions 


The Income Tax Act provides avenues and procedures for appealing an assess- 
ment or reassessment to the courts. Court decisions are made on matters of fact and 
the interpretation of the law. The three federal courts which have jurisdiction with 
respect to income tax matters are the Tax Court of Canada, the Federal Court of 
Canada (both the Trial and Appeals Divisions) and the Supreme Court of Canada. In 
the chapter on Canada’s Self-Assessment Taxation System in our detailed report, we 
refer to some important decisions of the courts dealing with the administration of the 
income tax system. 


A court decision interpreting the Income Tax Act becomes a precedent that can 
be relied on in other like situations, unless its significance is altered, either by a higher 
court or by statutory amendment. Thus the Department must remain alert to judicial 
decisions and give them proper weighting in its dealings with taxpayers and in its 
publications. 
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4.3. USE OF INCOME TAX TO DELIVER SOCIAL POLICY 


Parliament enacts tax legislation which is generally introduced on behalf of the 
government by the Minister of Finance. The Departments of Finance and Justice are 
responsible for ensuring that the objectives underlying any change in the taxing 
Statutes are reflected in the final legislation placed before Parliament. 


The Income Tax Act not only provides the detailed rules by which a large portion 
of government revenues are raised, but also incorporates many social and economic 
policy objectives of the government. These social and economic policy objectives are 
reflected in the Act because it is believed that the tax system is often the most 
appropriate instrument for achieving particular goals, whether they be to restrain or 
Stimulate particular sectors, or to achieve equity among groups. By using the taxation 
system, the government avoids the necessity of developing a new administrative 
framework to attain a particular policy objective. Also, the Act provides a method 
whereby benefits may be tied easily to income levels. Some of the more obvious 
economic goals include growth, new investment, employment, redistribution of re- 
sources and protection of taxpayers from the effects of inflation. 


While the Income Tax Actis designed to collect revenue and to achieve a number 
of economic and social policy objectives, the Department of Finance also seeks to 
ensure that broad ideals of tax policy are reflected in the legislation. These ideals reflect 
the concern that the law be equitable, neutral, simple and certain. 


From a tax policy viewpoint, for the law to be equitable or fair, it should be free 
from bias or favouritism. Equity is achieved, under the present tax system, in part by 
requiring those with a greater ability to pay to bear a proportionately greater tax liability. 
This reflects the generally held belief that ability to pay increases faster than income. 


The concept of neutrality refers to the equal treatment of two taxpayers whose 
circumstances are essentially the same. It also refers to the goal of maintaining a 
“neutral administrative stance between taxpayers on the one hand and the Receiver 
General on the other. Revenue Canada, Taxation must administer tax law without 
favouring either. 


Simplicity must be a fundamental objective of policy formulation and legislative 
drafting, since lack of comprehension of the system and its requirements adversely 
affects voluntary compliance. For this reason, writers of a taxing statute need to strive 
for language and form that make it readily understood by both the taxpayer or profes- 
sional advisor and the tax administrator. 


The goal of certainty is based on the recognition that people in a democratic 
society are entitled to rely on the law when ordering their affairs. To change the law 
retroactively is contrary to Canadian tax policy. If the law is certain, those who must 
comply with it should be able to determine with confidence the amount of tax payable. 


Given the complexities of Canadian society, it is obvious that any government's 
economic and social policy objectives cannot always be in harmony with the basic tax 
policy objectives outlined above. Where a conflict exists, it is necessary to make a 
trade-off. When trade-offs are necessary, equity and economic objectives have often 
prevailed in Canada over the objectives of simplicity and certainty. Care must be taken, 
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nevertheless, to ensure that these latter two objectives are incorporated into tax 
legislation to the maximum extent possible. 


4.4 THE PROCESS OF AMENDING INCOME TAX ACT 
LEGISLATION 


4.4.1 The Canadian System 


In Canada, the Minister of Finance usually provides two to four weeks advance 
notice of his intention to introduce a budget. In the months before any budget, the 
Minister of Finance and his officials receive views and representations from a variety of 
sources including: 


— individuals and corporate representatives, either directly or through Members 
of Parliament or Senators; 


— industry and professional associations such as the Canadian Petroleum Asso- 
ciation and the Canadian Bankers’ Association; and 


— professional associations such as the Canadian Bar Association and the Cana- 
dian Institute of Chartered Accountants. 


During the preparation of the budget, input may be obtained from other govern- 
ment departments that have an interest in tax matters such as Revenue Canada, 
Taxation, the Treasury Board, the Department of Energy, Mines and Resources and 
the Department of Agriculture. The Minister of Finance also confers with outside 
sources, the Bank of Canada, with other members of Cabinet and with the Prime 
Minister. 


While these pre-budget consultations are useful to Ministers, the constraints of 
budget secrecy hamper the extent to which the Minister and his officials can discuss, or 
obtain necessary feedback on, possible budget proposals. 


Up until the mid-1970s, budget legislation was normally released within a matter 
of weeks after a budget introduction and was passed into law without undue delay. 
More recently, ithas been a matter of months—sometimes more than a year—until final 
legislation has been seen, let alone passed. In 1984, however, draft legislation and 
explanations were published within ten weeks of the budget, although passage was 
delayed by the change of Government. 


4.4.2 Recent Canadian Experience 


The income tax system went through a major overhaul in 1971 and has faced 
frequent modification and amendments since that time. In recent years, the magnitude 
of the proposals and delays in enacting legislation has had a major negative impact on 
Revenue Canada, Taxation’s ability to fulfill its obligations on a timely basis. It similarly 
has affected taxpayers’ ability to respond and comply. 


Recently, our budgetary process was modified to address some of the past 
difficulties. In April 1982, the Minister of Finance released a discussion paper on the 
budgetary process. Like previous Ministers of Finance, he expressed the view that the 
process needed to be made more open. The paper suggested that existing attitudes 
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towards budgetary secrecy should be revised to allow more meaningful consultation 
prior to the budget presentation. 


In his Economic Statement to Parliament on November 8, 1984, the new Minister 
of Finance acknowledged that the budgetary process had come under increasing 
public criticism. He promised to “involve the public more meaningfully in the develop- 
ment of budgetary proposals,” and tabled an agenda paper outlining the government's 
economic agenda and its plans to “consult with all groups in Canadian society” prior to 
preparing the Spring budget. 


In addition to the economic agenda paper, pre-budget consultations were initi- 
ated by a number of discussion papers released by various Ministers. These included 
papers on “Tax Issues in Agriculture”, “Child and Elderly Benefits”, and “Small Business 
Incentives”. The focal point of the consultative process was the National Economic 
Conference held in Ottawa on March 22-23, 1985, attended by representatives of 
business, labour and other interest groups. 


4.5 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


4.5.1 FINDING: LEGISLATIVE DELAY HAS CAUSED UNCERTAINTY 
FOR BOTH THE DEPARTMENT AND TAXPAYERS 
Background 
The chapter on Data Processing describes the severe impact of the late passage 
‘of tax legislation on service to taxpayers, particularly where assessment notices and 
refunds are concerned. Delays and uncertainty have hampered Revenue Canada, 
Taxation’s efforts in other areas as well. They have created particular difficulties with 
respect to: 
— providing taxpayers with proper forms on a timely basis; - 
— giving taxpayers clear instructions and information; 
— processing and reviewing returns quickly and efficiently; 
— training audit and other staff; and 
— maintaining a good level of staff morale. 


It is beyond the scope of our study to make recommendations for change in the 
parliamentary budgetary process. The many political and administrative considera- 
tions involved in any change are complex. However, we were particularly impressed 
with the British system and it may be one useful model for further study. 


Recommendation 


@ The Government should investigate ways and means of alleviating the problems 
caused in tax administration and compliance by legislative delays; in particular, 
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close study should be given to the use of deadlines in the British budgetary 
process. 


4.5.2 FINDING: THERE HAS BEEN INSUFFICIENT CONSULTATION 
BETWEEN THE DEPARTMENT OF FINANCE AND REVENUE 
CANADA, TAXATION 

Background 


In the course of our study, we interviewed officials of both the Department of 
Finance and Revenue Canada, Taxation with respect to the amount and effectiveness 
of Revenue Canada, Taxation’s involvement in formulating amendments to the Income 
Tax Act. Although formulation of tax policy is the domain of the Department of Finance, 
Revenue Canada, Taxation has a legitimate interest in ensuring that the law is adminis- 
tratively practicable. Revenue Canada, Taxation has a vested interest inatax system 
that is as administratively simple as possible. 


The Department of Finance has, in the past, sent Revenue Canada, Taxation a 
copy of the proposals it intended to make. Meetings then took place between officials of 
the two departments to determine the proposals to be incorporated in the budget. In 
cases of disagreement the Department of Finance, as the policy making Department, 
has the responsibility for advising the Minister of Finance. However, Revenue Canada, 
Taxation officials involved in this process indicated a feeling that many changes they 
had recommended to the Department of Finance had been ignored. At the same time, 
officials of the Department of Finance felt that many of the concerns raised by Revenue 
Canada, Taxation had been invalid or not worth addressing. 


Revenue Canada, Taxation Action 


A number of steps have been taken by the Department of Finance and Revenue 
Canada, Taxation in recent months to increase the effectiveness of consultation 
between the two departments. Examples of the improved consultative process include: 


— Legislation which will make technical changes to the Income Tax Act without 
complicating the budget process. Revenue Canada, Taxation has had signifi- 
cant input into the legislation. This “house cleaning” exercise is expected to 
become an annual process; and 


— The Notice of Ways and Means tabled in Parliament on January 30, 1985, 
which suspended collection of taxes in dispute. Revenue Canada, Taxation 
had a high degree of involvement in the preparation of the legislation. 


Important consultation of an ongoing nature has also increased at the Deputy 
Minister and other senior levels. We believe that this type of meaningful involvement in 
the process by those who administer the tax system will result in significant improve- 
ments to the system over time. 


Recommendations 


e Further efforts should be made to ensure continuing Revenue Canada, Taxation 
involvement in formulating tax changes, especially those changes having signifi- 
cant administrative implications. 
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@ There should be increased consultation between the two departments on a 
day-to-day basis. 
@ Consideration should be given to placing the responsibility for amending the 


purely administrative provisions of the Income Tax Act with Revenue Canada, 
Taxation. 


4.5.3 FINDING: PRE-BUDGET CONSULTATION WITH TAXPAYERS 
AND BUSINESS AND PROFESSIONAL GROUPS COULD 
REDUCE UNCERTAINTY AND ALLEVIATE PROBLEMS 
CAUSED BY BUDGETARY DELAY 

Background 


Much of the delay in passing earlier budget proposals was caused by a 
series of amendments to the proposals. To the extent that there is public discus- 
sion prior to the budget, so that practical or policy concerns can be dealt with at 
that point, passage of the legislation may be speeded up and the timing made 
more predictable, as it is in the United Kingdom. 


Government Action 


In February 1985, the Department of Finance released a consultative paper 
on “Tax Issues in Agriculture”. Other Ministries have released papers on “Child 
and Elderly Benefits” and on “Small Business Incentives”, both of which have a 
direct impact on the tax system. Other consultative initiatives are discussed in the 
chapter on Special Interest Groups. 


4.5.4 FINDING: THE PACE AND SCOPE OF TAX CHANGE HAS 
CAUSED MAJOR PROBLEMS FOR REVENUE CANADA, 
TAXATION AND TAXPAYERS 

“ Background 


The pace and scope of tax change in Canada has caused major administrative 
challenges for the Department. The tax system is regularly amended to deliver, remove 
or modify incentives to save or invest, to counter undesirable tax minimization actions 
by taxpayers, to vary the burden on particular taxpayers or generally to totally recast the 
tax regime applying to particular industries. In addition, the Act is frequently amended to 
implement or revise provisions designed to achieve various economic and social 
policies. 


: 


We have pointed out the conflicting demands of social and economic policy on 
the one hand and the tax policy objectives of simplicity and certainty on the other. 
Placing too heavy a reliance on the tax system as an instrument for delivering social 
and economic programs can cause confusion in the tax system, especially when these 
policies are changed frequently or fine-tuned in an attempt to make them apply more 
precisely. We believe a delicate balance is necessary. 


In discussions with officials of both Revenue Canada, Taxation and the Depart- 
ment of Finance, we were told that there were no well-developed criteria by which to 
assess the cost/benefit trade-offs between social and economic policy objectives and 
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tax policy objectives. As a result, the overall costs and effects of introducing a particular 
measure into the Act cannot be predicted accurately. 


Recommendation 


© Measurement criteria should be developed by the Department of Finance, in 
conjunction with Revenue Canada, Taxation, to assess the benefits of proposed 
tax policy changes against their administrative and social costs. Restraint should 
be exercised in introducing new changes unless this assessment indicates that 
the benefits involved in doing so would substantially outweigh the costs. 
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CHAPTER 5: 
CANADA’S SELF-ASSESSMENT 
TAXATION SYSTEM 


5.1 INTRODUCTION 


In this chapter, we discuss the administrative framework of Canada’s self- 
assessment system, in terms of its underlying principles. 


Revenue Canada, Taxation is charged with the responsibility for administering 
Canada’s income tax law. It is Canadian taxpayers, however, who have the primary 
responsibility for determining the taxes owing and for remitting these taxes to the 
Government. To do so, taxpayers are required to keep records of their financial affairs, 
calculate their taxes payable and remit the amounts owing. 


5.2 PRINCIPLES UNDERLYING CANADA’S 
SELF-ASSESSMENT SYSTEM 


To ensure compliance with Canada’s income tax laws, the Department has wide 
enforcement powers. The individual taxpayer has relatively less power. It is both 
necessary and desirable for the Department to have sufficient power to ensure a proper 
level of enforcement; however, it is equally important that it adopt principles of adminis- 
trative practice that will ensure fairness, evenhandedness and a reasonable balance 
-between the rights and the obligations of taxpayers. 


The proclamation of the Constitution Act, 1982 on April 17, 1982 had broad 
implications with respect to the administration of the Income Tax Act. The first 34 
sections of the Constitution Act, 1982 contain the Canadian Charter of Rights and 
Freedoms (Charter). The following sections of the Charter are of particular relevance to 
the administration and interpretation of the Income Tax Act, in balancing the obligations 
and rights of the taxpayer and tax collector. 


“14. | The Canadian Charter of Rights and Freedoms guarantees the rights and 
freedoms set out in it subject only to such reasonable limits prescribed by law 
as can be demonstrably justified in a free and democratic society. 


7. Everyone has the right to life, liberty and security of the person and the right 
not to be deprived thereof except in accordance with the principles of fun- 
damental justice. 

8. Everyone has the right to be secure against unreasonable search or seizure. 

24. (1) Anyone whose rights or freedoms, as guaranteed by this Charter, have 

been infringed or denied may apply to a court of competent jurisdiction to 
obtain such remedy as the court considers appropriate and just in the 
circumstances. 
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(2) Where in proceedings under subsection (1), a court concludes that 
evidence was obtained in a manner that infringed or denied any rights or 
freedoms guaranteed by this Charter, the evidence shall be excluded if it 
is established that, having regard to all the circumstances, the admission 
of it in the proceedings would bring the administration of justice into 
disrepute.” 


While the courts have ruled on a number of income tax cases dealing with 
Charter issues, notably the constitutionality of the search and seizure provisions of the 
Income Tax Act, it would be premature at this point to attempt to set definitive rules of 
interpretation of the Charter vis-a-vis the Act. Notwithstanding this, Revenue Canada, 
Taxation, the Department of Finance and the Department of Justice have implicit 
obligations flowing from the proclamation of the Constitution Act, 1982 to ensure that 
the amendments required to bring Canadian tax law and its administration into line with 
the Charter are made as expeditiously as possible, once they become evident. 


This would do much to encourage continued voluntary compliance with the 
self-assessment system, which depends to such a large extent on having taxpayers, 
both individually and collectively, believe that the interpretation and application of the 
Income Tax Act by the Department is fair and evenhanded. In large measure, the 
long-term viability of our self-assessment system depends on the Department's ability 
to establish a balance between the dual requirements of service and enforcement and 
on its ability to be completely impartial and objective in its assessment of taxes owing. 


Recognition of certain principles is necessary to the efficient functioning of the 
Canadian tax collection system, although few of these are mentioned in the Income Tax 
Act. Briefly, these principles are: 


1. Due to the complexity of the Act, taxpayers require full, accurate and timely 
information to assist them in determining their rights and obligations and calcu- 
lating their tax; 


2. Taxpayers must be able to communicate effectively with the tax administrator 
irrespective of financial position and must be treated with courtesy and consid- 
eration by departmental staff; 


3. Taxpayers must be assured that information they provide to the Department will 
be used only for purposes specifically permitted by law. Similarly, taxpayers 
must be free of unnecessary disruptions in their business and personal lives and 
have their right to privacy respected; and 


4. The system must provide, through both administration and statute, an indepen- 
dent and effective method of arbitration to redress disputes between taxpayers 
and administrators. 


5.2.1. Presumed Integrity of Taxpayers 


A cornerstone of the concept of fairness and impartiality, so necessary to the 
functioning of Canada’s tax system, is the assumption and expectation that taxpayers 
will make full and fair disclosure to Revenue Canada, Taxation and will not mislead or 
make significant omissions of information. 


SS 
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Tax evasion cannot, and should not, be tolerated. Nevertheless, taxpayers have 
the right to arrange their affairs in such a way that they pay the absolute legal minimum 
in taxes. This right is recognized clearly in the Declaration of Taxpayer Rights, pub- 
lished in February, 1985 by the Minister of National Revenue. 


5.2.2 Impartiality of Tax Administrator 


It is also important for the Department to adopt an overall policy of impartiality in 
seeking out the proper amount of tax owed. The Department should take strict care to 
ensure that abuse, and the appearance of abuse, by taxpayers and department staff 
alike are avoided. Another important aspect of impartiality relates to the operation of 
mechanisms to settle disputes. It is essential that, where a dispute arises, taxpayers 
have ready access to an impartial body to determine the amount of taxes owing. 


5.2.3 Taxpayer Need for Information 


In order for taxpayers to comply with the Income Tax Act, they must be able to 
understand the law and the system by which it is administered. Taxpayers must know 
what information is required from them and when and how they are required to submit it. 
It is Revenue Canada, Taxation’s responsibility to assist taxpayers in their understand- 
ing of the law. 


5.2.4 Taxpayer Need for Privacy and Confidentiality 


Much of the information reported to the Department is information which tax- 
payers consider confidential. The rights of taxpayers to privacy and confidentiality must 
be respected if their continued cooperation is to be assured. For this reason, it is 
essential to ensure that information collected is used only for those purposes specifical- 
ly permitted by law. 


Two relatively new laws which affect privacy and the confidentiality of tax in- 
formation are the Information Act and the Privacy Act, both of which were proclaimed in 
. force on July 1, 1983. 


The Privacy Act, administered by the Privacy Commissioner, protects personal 
information about individuals from being disclosed inappropriately and permits indi- 
viduals access to information about themselves. 


The Information Act, administered by the Information Commissioner, permits 
individuals access to information controlled by federal government institutions, but 
prohibits access to records which are considered to contain personal information, as 
defined in the Privacy Act. 


5.3 AN ALTERNATIVE APPROACH - THE UNITED 
KINGDOM 


Not all countries use a self-assessment system as a means of determining and 
collecting tax revenues. Thus, while the United States uses a self-assessment system 
similar in many respects to Canada’s, the system used in the United Kingdom is quite 
different. 


ee 
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During the course of our study, we became concerned with what, if anything, 
could be done to lighten the compliance costs of our taxation system for the individual 
taxpayer. We were also concerned with the cash flow problems faced by those 
taxpayers who filed merely to claim tax credits and who are currently often driven to use 
tax discounters. Our examination of these issues arose from three observations which 
we made in analyzing Canada’s current taxation structure. Firstly, a large number of 
taxpayers have difficulty in completing their returns and many turn to tax professionals 
and commercial services for assistance. Secondly, a large number of the returns 
processed are classified as “on profile” returns by the taxation centres and are given 
only a minimal examination during processing. Lastly, most of the returns processed 
result in refunds being issued, due to the effectiveness of the source deduction system 
in collecting tax during the year. 


When considered together, the above observations indicated to us that the 
majority of individual taxpayers are required to file returns merely to claim the deduc- 
tions and credits to which they became entitled during the year. This led us to consider 
whether the claiming of deductions and credits could be incorporated into the source 
deduction system, thereby eliminating the filing requirements for many taxpayers and 
the associated administrative and cash flow problems, while ensuring that those 
taxpayers who become entitled to the deductions and credits during the year claim 
them. 


lt was with these thoughts in mind that we turned our attention to an examination 
of the tax system found in the United Kingdom. 


Many individual taxpayers in the United Kingdom remit their taxes on a “pay as 
you earn” (PAYE) system. This is essentially a source deduction system whereby the 
primary responsibility for the assessment and collection of personal taxes lies with the 
employer and Inland Revenue, rather than with the taxpayers involved. 


When commencing employment, each employee completes a form providing 
details such as name and address; previous employers; marital status and depen- 
dants; other sources of income such as pension, interest or rent; and other deductions 
such as employment expenses or mortgage interest. Once completed, this form is sent 
by the employer to the local district office of Inland Revenue. The form is then 
processed, and the employee is assigned a code number which is used by the 
employer to determine how much tax to deduct from the employee’s pay cheque. The 
employer then deducts the appropriate amount and remits it to Inland Revenue. 


Under the PAYE system, approximately 80 percent of the 25 million individuals 
who pay tax do not have to file tax returns. The remaining 5 to 6 million taxpayers have 
additional income or deductions which are too complex to be dealt with on the simple 
coding claim forms. These taxpayers are required to submit personal tax information 
returns to Inland Revenue, when requested to do so. Similarly, tax information returns 
are required from those who are not subject to the PAYE system, such as self- 
employed individuals. 


In 1984, the Inland Revenue had 24,500 staff members who were assigned 
specifically to deal with the PAYE system. Due to computerization of the system, this 
number is expected to drop by approximately 20 percent. 
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The major advantage of such a system over a self- assessment system is that it 
reduces compliance costs for the majority of individual taxpayers by relieving them of 
the necessity of filing tax returns. This has been accomplished, however, at the cost of 
increased administrative burden and expense for both government and employers 
because of the increased complexity of the deduction system and the shifting of the 
responsibility for compliance from the individual to employers and to the government. 
An additional possible disadvantage to the British system is a reduced awareness of 
the amount of income tax being paid. In Canada, this would result in reduced aware- 
ness of the personal income taxes being levied at both the federal and provincial levels. 


Our examination of the United Kingdom tax system led us to the conclusion that 
full-scale adoption of the PAYE system in Canada could merely result in exchanging 
one set of problems for another. However, we also concluded that it should be possible 
through further study of the PAYE system to select elements which might be adapted to 
a Canadian system to reduce or eliminate filing requirements for many individuals. 


5.4 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


5.4.1 FINDING: MANY TAXPAYERS WERE NOT FAMILIAR WITH 
THEIR RIGHTS 
Background 


As discussed throughout this chapter, the self-assessment system requires that 
taxpayers have, and know they have, rights to impartial and courteous treatment, to 
. privacy and confidentiality, and to clear information about the Income Tax Act and its 
impact on them. It is important that Revenue Canada, Taxation procedures uphold 
these rights, but it is equally important that taxpayers have a clear and concise 
statement of their rights and the further right to complain if their rights are not upheld. 
Early in the course of our study, we encouraged the Minister to find ways to familiarize 
taxpayers with their rights. ji 


Revenue Canada, Taxation Action 


On February 28, 1985, in response to the recommendations of the P.C. Task 
Force, the Minister of National Revenue released the “Declaration of Taxpayer Rights” 
reproduced in Exhibit 5.1. The preamble states: 

“The Constitution and laws of Canada entitle you to many rights that protect you 

in matters of income tax. You are entitled to know your rights. You are entitled to 

insist on them. You are entitled to be heard, and to be dealt with fairly.” 


Recommendations 


@ The Declaration of Taxpayer Rights should be widely publicized and should be 
reproduced in the guide which accompanies 11 individual income tax returns. 
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e A senior official in each District Office, reporting to the Director, should be 
responsible for reviewing cases where taxpayers have complained of infringe- 
ments to their rights. 


@ Where applicable, department publications should specify that taxpayers 
wishing to complain of their rights, as set out in the Declaration of Taxpayer 
Rights, should contact the Director of the appropriate District Office. 


5.4.2 FINDING: TAXPAYERS BELIEVED THAT THE DEPARTMENT 
CONSIDERED THEM GUILTY UNTIL PROVEN INNOCENT 
Background 


One of the most frequent complaints that we received from taxpayers and 
business groups related to the attitude of department employees. In particular, staff 
were criticized for adopting the attitude that taxpayers were guilty and should be treated 
as such until they could prove themselves innocent. For example, the Canadian 
Organization of Small Business stated in its brief: 


“The department's presumption of guilt in its treatment of taxpayers, together 
with its increasingly aggressive assessment and collection policies, are likely to 
undermine public confidence and respect for the law to the point where a system 
of voluntary compliance is totally unenforceable.” 


The guilty-until-proven-innocent impression was also reinforced by the Depart- 
ment’s policy of publishing information on taxpayers who had been charged with tax 
evasion, without waiting for a court decision on whether or not they were guilty. This 
was particularly true of well-known or well-educated taxpayers. 


Anumber of steps taken by the Department, which are discussed throughout the 
report, have helped to change these attitudes; they now reinforce the presumption of 
honesty until proven otherwise to both taxpayers and department staff. For example, 

. legislation has been introduced providing that taxpayers no longer have to pay taxes in 
dispute until after they have had an impartial hearing. Further, the practice, noted 
above, of publishing tax charges has been discontinued. In addition, the Declaration of 
Taxpayer Rights, under the heading “Presumption of Honesty”, states “You are entitled 
to be presumed honest unless there is evidence to the contrary.” 


Recommendation 
@ The Taxation Operations Manual and other internal operational and training 
materials should be modified to reflect the presumption of taxpayer honesty 
stated in the Declaration of Taxpayer Rights. 


5.4.3 FINDING: THE IMPARTIALITY OF THE DEPARTMENT HAS 
BEEN CALLED INTO QUESTION 


Background 

In recent years, the impartiality of Revenue Canada, Taxation has been ques- 
tioned by some observers, both in the media and elsewhere. The use of quotas to 
measure the performance of tax collectors is discussed elsewhere in this report. 
Although not sanctioned by department policy, this contributed to the impression that 
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the objective of the Department was to collect the maximum amount of tax regardless of 
the accuracy of the assessment. 


Revenue Canada, Taxation Action 


The Department has taken a number of steps to emphasize its commitment to 
impartiality. For example, performance evaluation criteria have been revised to ensure 
that use of dollar-based numerical quotas to measure the performance of tax collectors 
will not recur, even on an informal basis. Other internal measures taken by the 
Department to maintain its impartiality are discussed in the chapters on Audit, Appeals, 
Collections, and Special Investigations. 


The Declaration of Taxpayer Rights also clearly reaffirms the right to impartiality: 


“You are entitled to an impartial determination of law and facts by departmental 
staff who seek to collect only the correct amount of tax, no more and no less.” 


5.4.4 FINDING: SOME TAXPAYERS FELT THEIR PRIVACY WAS 
THREATENED : 
Background 


Several events in recent years have triggered public scrutiny of the Department's 
methods of obtaining information about taxpayers. 


The first was the use of “fishing expeditions” to gather information about groups 
of taxpayers. The Supreme Court decided in the Richardson case that the Department 
had no right to obtain client information from this brokerage house unless a regulation 
was passed by an Order in Council to demand such information from all brokers. 


The new Charter of Rights and Freedoms, and court decisions interpreting the 
Charter, also have raised the issue of the validity of the Department’s broad powers of 
search and seizure under the Income Tax Act. 


Revenue Canada, Taxation Action 


It is now department policy not to demand information from a third party about a 
group or class of taxpayers, unless the information is publicly available. The Depart- 
ment also has suspended use of the Income Tax Act’s search and seizure provisions. 
Searches and seizures are now initiated by obtaining a warrant using the more rigorous 
Criminal Code procedures, rather than by using the procedures set out in the Income 
Tax Act as had previously been the practice. 


5.4.5 FINDING: COMMUNICATION WITH TAXPAYERS WAS OFTEN 
UNCLEAR OR INADEQUATE 
Background 


The chapters on Communications, and on the functional areas in Revenue 
Canada such as Routine Assessing and Collections, discuss our findings and recom- 
mendations with regard to communications. In the course of our study, we became 
aware of a number of problems in this area, including reassessments issued without 
prior communication with the taxpayer, unclear computer messages on Notices of 
Assessment, a lack of informational material geared to particular groups of taxpayers, 
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and insufficient information on procedures for appealing assessments and amending 
returns. 


Revenue Canada, Taxation Action 


The Department has taken a number of specific steps to improve information 
provided to taxpayers. These include: hiring additional staff to contact taxpayers prior to 
taking collection action; increasing the circumstances under which taxpayers are 
contacted prior to the issuance of a Notice of Assessment or Reassessment; and 
clarifying computerized messages. 


The Declaration of Taxpayer Rights sets out the taxpayer’s right to full, accurate 
and timely information. To the extent that this right is promulgated throughout the 
Department, and given the improvements already undertaken, we expect these prob- 
lems to be resolved in the near future. 


5.4.6 FINDING: THE NUMBER OF TAXPAYERS WHO HAVE TO 
SUBMIT T1 RETURNS SHOULD BE REDUCED 


Background 


There is ample evidence from the companies who complete tax returns or the 
clinics run by the Canadian Institute of Chartered Accountants that many taxpayers 
have difficulty in coping with their T1 tax return, including those who use the short T1 
Special. Many of these latter taxpayers file returns solely to claim credits of one type or 
another. Any meaningful reduction in their numbers will likely only be possible in 
conjuction with further steps being taken to simplify the personal tax system's use as a 
social policy delivery mechanism beyond those recommended here. 


In the United Kingdom, as discussed in section 5.3, a source deduction system, 
_tather than a self-assessment system, is used to assess and collect tax revenue. Each 
‘employee completes a simple questionnaire as to his income and deductions. Follow- 
ing processing of this questionnaire he or she is assigned a codé number by Inland 
Revenue which is used by his or her employer to determine how much tax to deduct 
from each pay cheque. As the deductions and credits to which the employee is entitled 
are included in the source deduction system, there is no requirement for the majority of 
taxpayers to file returns. While the mechanics of the PAYE system are similar to those 
of the source deduction system used in Canada, to collect but not assess tax, there are 
a vastly greater number of deduction categories used in the PAYE system. 


In Canada, approximately 55 percent of T1 returns, after passing simple tests, 
are determined to be “on profile” returns by the Taxation Centres and are given only a 
minimal examination during the processing. Further, in 1983, roughly 70 percent of the 
T1 returns filed resulted in a refund to the taxpayer due to the efficiency of the existing 
source deduction system in collecting tax. 


Given the fact that the Canadian personal tax system is somewhat more complex 
than that of of the U.K., it is doubtful that full scale adoption of the PAYE approach 
represents a solution for Canada today. 
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Recommendation 


e To further improve service to taxpayers, Revenue Canada, Taxation should 
explore possibilities for reducing the number of taxpayers who have to submit a 
T1 return on an annual basis. We believe the following areas merit further 
consideration: 


— a questionnaire approach similar to that used in the British PAYE system 
and, the Quebec project; and 


— joint studies with the Department of Finance to identify areas where simpli- 
fication of the personal tax system could ease or eliminate the current filing 
requirements for many Canadians. 


5.4.7 FINDING: MANY INDIVIDUALS REQUIRE ASSISTANCE IN 
PREPARING THEIR TAX RETURNS 


As the Income Tax Act has become more complex and changes to it more 
frequent, it has become increasingly difficult for individual taxpayers to comply with it. 
Today, a growing number of taxpayers seek professional assistance in preparing their 
returns. In 1983, approximately 5.5 million individual tax returns were prepared profes- 
sionally. This represents 37 percent of the total individual tax returns filed in that year. 
Many smaller taxpayers, some of whom file only to receive the child tax credit, rely on 
tax refund discounters to prepare their returns as well as to finance their tax refunds. 


Individual taxpayers are not permitted to deduct the costs of having their returns 
prepared by a tax professional. At the same time, corporations and other businesses 
are generally permitted to deduct tax return preparation costs. 


In the United States, individual tax return preparation costs are deductible. In its 
1983 Recommendations on the Income Tax Act, the Joint Committee on Taxation of 
the Canadian Bar Association and the Canadian Institute of Chartered Accountants 
recommended that tax return preparation costs incurred by a taxpayer be deductible in 
Canada as well. 


We believe such a change is justified at this time. It would put all individual 
taxpayers on an even footing. At the same time, it would result in the need for fewer 
adjustments to the personal tax returns processed by the Department. 


In discussion with departmental officials, they expressed the concern that such a 
change might provide additional incentives for taxpayers to use the services of tax 
refund discounters. However, most taxpayers who use these services have little or no 
taxable income and file returns merely to claim federal or provincial credits of one sort or 
another. Thus the benefit to them of being able to deduct tax return preparation costs 
would be negligible. As well, the total amount charged by a tax refund discounter is 
regulated by law. For these reasons, we do not believe that making tax return prepara- 
tion costs deductible would provide further encouragement for taxpayers to use the 
services of tax refund discounters. 


Recommendation 


@ The Income Tax Act should be amended to permit the deduction of tax return 
preparation costs paid by individual taxpayers. 
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CHAPTER 6: 
ORGANIZATION 


6.1 INTRODUCTION 


In this chapter we assess certain aspects of the present management organiza- 
tion structure in Revenue Canada, Taxation. We also suggest some of the more 
important considerations that we believe should be taken into account in determining 
the most appropriate organizational arrangements for the Department. 


Our review concentrated exclusively on the senior administrative levels, since 
our concern was primarily with the overall management of Revenue Canada, Taxation. 


6.2 PRESENT ORGANIZATION STRUCTURE 


The Department is made up of four separate elements: 
— The Head Office, located in Ottawa; 
— four Regional Offices, located in the Atlantic, Quebec, Ontario and Western 
regions; 
— thirty District Offices; and 
— seven Taxation Centres. 


=~ 


Each of these elements is described briefly in this chapter and in much greater 
length in the chapter on Organization in our detailed report. The distribution of these 
regional offices and centres is shown in Exhibit 6.1. 


6.2.1 Head Office 


The Head Office is located in Ottawa and is organized primarily along functional 
lines. The present plan of organization, as of March 1, 1985, is shown in Exhibit 6.2. 


Despite the regionalization of the Department undertaken seven years ago, the 
Head Office still carries a heavy operational load. Head Office provides advice to 
departmental staff and taxpayers on interpretation of tax law, and advice and assis- 
tance to the Department of Finance on tax policy. 


Head Office still performs a variety of detailed planning and monitoring activities 
which would be expected to be found at the regional level. 


Exhibit 6.1 


Organization 
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6.2.2 Regional Offices 


There are four Regional Offices, each headed by an Assistant Deputy Minister 
(ADM). They are typically small — generally with staffs of less than 20 — and perform 
three basic functions: 


— the control of the region as a whole and the provision of advice and assistance 
to the Taxation Centres and District Offices on financial administration matters; 
however, the Regional Offices do not normally provide advice on tax assess- 
ment issues; 


— the coordination of personnel recruitment and administration within the region, 
including providing assistance on job classification and staff relations prob- 
lems, and the maintenance of some personnel records; and 


— the coordination of the operations of the District Offices and the Taxation 
Centres in the region. 


While the Directors of the District Offices and Taxation Centres in each region 
report to the Assistant Deputy Minister of that region, there are many important direct 
and indirect relationships between the operating units and Head Office. Thus, the 
Regional Offices do not exercise full management responsibility for the conduct of 
operations in the regions. Much of the final operating authority is retained in the Head 
Office e.g., resource allocation. 


Because the regional ADMs spend up to one-half of their time in local offices or 
Head Office, their ability to respond to day-to-day management issues is limited. These 
must be resolved, therefore, by their support staff or directly between Head Office and 
the local offices. 


6.2.3 District Offices 


The District Offices carry the bulk of the responsibility for direct taxpayer rela- 
tions. They handle all telephone or in-person communications with taxpayers. A 
representative organization structure of an individual District Office, illustrating the 
main components, is shown in Exhibit 6.3. 


Each District Office is headed by a Director responsible for the conduct of the 
day-to-day affairs of the Office. The functions of the District Offices mirror, on a smaller 
scale, most of the functions of the Head Office. There is a Chief of Verification and 
Collections, a Chief of Audit and a Chief of Appeals, whose staff are responsible for 
dealing directly with taxpayers. There are also supervisors of administration and 
personnel. 


6.2.4 Taxation Centres 


Each of the Taxation Centres is also headed by a Director. Taxation Centres are 
responsible, primarily, for the processing of the annual tax returns submitted by 
taxpayers. In addition, they provide some data processing services and other support 

functions to the District Offices within their geographical areas. 


The Taxation Centres are organized by divisions headed by divisional chiefs. 
Each Centre has a division responsible for Management Controls, Data Services, 
Assessing, Taxroll, Accounts, and Finance and Administration. Five Centres also have 
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an Appeals Division. Descriptions of the activities and organizational arrangements in 
each of these divisions are set out in the chapter dealing with that function. 


6.3 KEY CONSIDERATIONS 


While we have examined the management organization of the Department with a 
concern for its general effectiveness, our primary concern has been to assess the 
extent to which the strengths and weaknesses of the organization structure directly 
affect: 


— the adequacy of the Department's service to the public; 
— the sensitivity of the Department's activities to public concerns; 


— the capability of the Department to collect the personal and corporate income 
and other taxes within its mandate; and 


— the ability of the Department to meet future growth in the demand for its services 
and in regulatory complexity. 


6.3.1 Mission 


Throughout this report we have indicated that, until recently, the Department had 
not made sensitivity to taxpayer interests a fundamental part of its operations. To 
overcome this, we have recommended strongly that an increased concern for quality of 
service to taxpayers become an integral part of the Department’s operating policies. In 
our view, the two primary objectives of the Department should be: 


— to review, process, assess and collect the annual personal and corporate 
income taxes in Canada, and those other taxes within its mandate, in a timely 
and cost-effective manner; and 


— to ensure abalance between fairness and equity for taxpayers and the effective 
enforcement of the Canadian tax laws and regulations. 


These objectives were espoused in the Department's Mandate and Operational 
Principles published in July 1984 and in the Declaration of Taxpayer Rights released in 
February 1985. Our recommendations with regard to the Department's management 
structure reflect these objectives. 


In our view, there is a further important objective implicit in the Income Tax Act, 
which has arisen out of government decisions to use tax legislation to deliver various 
social and economic programs. We have noted elsewhere the fact that these decisions 
have added substantially to the complexity of the system and to the responsibilities of 
department management and staff e.g., child tax credits. Nevertheless, through the 
administration of the Income Tax Act, the Department has a responsibility for ensuring 
that these social and economic programs are delivered to those taxpayers who are 
entitled to receive them. 


6.3.2 Management Accountability 


The Glassco Commission in 1962 and subsequent Commissions have dealt with 
the subject of accountability in the administration of the federal government. For 
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example, the Royal Commission on Financial Management and Accountability (Lam- 
bert Commission) stated: 


“Accountability is the essence of our democratic form of government. It is the 
liability assumed by all those who exercise authority to account for the manner in 
which they have fulfilled responsibilities entrusted to them, a liability ultimately to 
the Canadian public owed by Parliament, by the Government and thus, every 
government department and agency.” 


For a system of accountability to be effective in any government department, 
there must be a departmental mission with clearly described supporting objectives and 
priorities. These objectives and priorities must be conveyed in precise terms to all 
managers and staff, and an information system must be established to allow all levels of 
management to know if objectives are being achieved and priorities respected. 


An effective system of accountability requires the recognition of the need for a 
discipline, which is accepted when agreement is reached on the responsibilities of a 
given position and the objectives to be achieved by its incumbent. This discipline works 
in two ways. Managers should be called to account for failing to achieve agreed on 
objectives. Equally, however, they cannot be held accountable for not achieving 
something which was not explicitly made their responsibility at the outset. In Revenue 
Canada, Taxation, it is inappropriate to criticize first line staff for inadequate service to 
taxpayers if management has not made it clear that the provision of an adequate level 
of service is one of the responsibilities of the staff. 


If the Minister and senior management of the Department had always intended 
that the provision of adequate service to taxpayers was an objective to be pursued, then 
there is evidence that the accountability system for conveying that objective, and 
measuring its attainment, did not function properly. 


Performance objectives for large scale operations, such as the Department's, 
require clear, specific quantity and quality of output targets. This is particularly impor- 
‘tant for managers who have ultimate accountability for ensuring the satisfactory 
accomplishment of objectives. . 


Although there should be strong management motivation for performance, this 
must not be allowed to distort the fairness of the assessment practices. The Depart- 
ment must have management targets which ensure that the Department collects the full 
amount of tax due by taxpayers under the tax laws and regulations. Nevertheless, 
department staff at any level of the assessment, audit, or appeal process must not be 
under any form of pressure from performance targets, monetary or otherwise, which 
encourages them to deal harshly or unfairly with taxpayers. 


6.4 MATTERS TO BE CONSIDERED IN AN 
ORGANIZATIONAL REVIEW 
During the course of our study, it became apparent that there was a need for 


changes to the organization structure of Revenue Canada, Taxation. Our terms of 
reference did not include an in-depth organization study; nevertheless, there are some 
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key considerations that we believe should be taken into account in any reorganization 
of the Department. These are discussed in the sections that follow. 


6.4.1 Organization Components 


The basic functions of management are planning, operating and evaluation. Any 
departmental plan of organization must see that each of these functions exists and is 
integrated with the others within an appropriate accountability system. 


Under these basic functions, key components of the Department which we felt 
needed to be considered were: 


— corporate strategic planning; 

— operation of taxation programs; 

— regional operations; 

— appeals; 

— taxation policy development and interpretation; 
_— human resource management; 

— general and financial administrative services; 

— communications; 

— taxpayer rights and services; and 

— audit and evaluation of all departmental activities. 


Set out below are brief comments on significant factors to be borne in mind for 
each component. These comments are expanded at length in other chapters. 


6.4.2 Corporate Strategic Planning 


Formal and effective planning has taken place within some functions of Revenue 
Canada, Taxation. However, the Department's overall informal approach prior to 1984 
did not give department staff the sense of direction they needed and did not ensure that 
a balance was maintained between service to the taxpayer and enforcement of the 
Income Tax Act. Improvements to both the corporate planning process and to the 
organizational arrangements for carrying out this process and for monitoring imple- 
mentation of the resulting plans were necessary to ensure that: 


— anappropriate mission was stated and applied, including provisions for ensur- 
ing appropriate balance between service and enforcement; 


— the Department was aware of emerging social and technological change; 


— current and foreseeable problems in administering the Income Tax Act were 
identified, resolved and the Department of Finance advised; and 


— anticipated problems with proposed changes to the Income Tax Act were 
identified and steps taken to ensure that the Department of Finance was fully 
aware of the difficulties. 


6.4.3. Operation of Taxation Programs 


The Department has strong functional groups at Heat Office who design pro- 
grams and then allocate resources to District Offices and Taxation Centres to deliver 
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the programs. The Head Office functions — Verification and Collections, Audit and 
Systems — report to the Assistant Deputy Minister Policy and Systems. District Offices 
and Taxation Centres report to regional Assistant Deputy Ministers. 


There is evidence in other federal government departments that regional orga- 
nization structures can work effectively, provided the responsibilities of Head Office 
and regional groups are clear and explicit. In addition, there has to be strong leadership 
by the Deputy Minister to avoid jurisdictional disputes and to ensure that difficult 
problems do not go unresolved because no one has been given, or accepts, responsi- 
bility for them. 


In defining the responsibilities of the head office and regional assistant deputy 
ministers, the following requirements should be considered: 


— consistency of program management; 


— an ability for head office functional heads to keep the Deputy Minister and the 
Minister informed of how well programs are being managed locally, the prob- 
lems being experienced and the action being taken to resolve them; 


— asatisfying and challenging degree of autonomy, within a precise accountabil- 
ity system, for head office groups, regional assistant deputy ministers, district 
office directors and taxation centre directors; and 


— abalance between service to the taxpayer and enforcement of the Income Tax 
Act. 


6.4.4 Regional Operations 


Revenue Canada, Taxation undertook a program of regionalization in the late 
1970s, but it stopped short of its logical conclusion. As discussed above, the differentia- 
tion between head office and regional responsibilities can be defined in a way that will 
result in an effective operation. At the time of our study, this was not the case within the 
Department. 


The regions possess characteristics which can make them economic, clearly- 
differentiated working units. It would be logical to have the regional ADMs fully re- 
sponsible for planning and directing the regional service operations to meet head office 
policies and practices. 


This has not happened. Instead: 

— the roles of the regional ADMs and their Regional Offices have been largely 
limited to trouble-shooting and personnel housekeeping, not making the best 
use of senior and experienced individuals; 

— Head Office has set detailed work planning, staffing and operational objectives 
for the Regions in many areas of activity with what was sometimes perceived as 
token consultation with staff in the regions; 

— head office personnel and district office personnel have routinely by-passed the 
regional office management; 

— Regional Offices have not generally played a part in the resolution of problem 
taxation issues — either as a step in the process or in an “internal audit” sense; 
and 

— because Regional Offices are located at a considerable distance from District 
Offices and Taxation Centres, regional managers were remote from key local 
management personnel. 
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As a result, plans and objectives for regional operations were frequently set by 
Ottawa managers without full knowledge of regional considerations. In addition, head 
office resources were used on day-to-day operating matters that could have been dealt 
with at the regional level, rather than on consideration of important general policy 
questions and program effectiveness. 


Assigning the regional ADMs full operational responsibility in their regions could 
be accomplished by using the following guidelines: 

— relieve head office managers of day-to-day taxpayer case loads and permit 
them to concentrate their energies on policy matters and planning; 

— assign specific senior management resources fully and exclusively to regional 
operations; 

— develop solid regional management competence and provide much-needed 
career path opportunities for first rate junior managers in the regions. (Many 
exceptional managers have had to move to Ottawa in order to achieve career 
growth); 

— develop full services in regional offices to ensure the greater accessibility to 
such services for both taxpayers and internal managers; 

— develop the complete spectrum of departmental activities in the regional offices 
to provide staff in District Offices and Taxation Centres with greater accessibil- 
ity to reference sources on technical and administrative matters; and 

— encourage the Department to be more sensitive to the specific problems of the 
regions, e.g., Newfoundland fishermen and Saskatchewan farmers, and to the 
services that they require. 


6.4.5 Appeals 


All taxpayers have a right to appeal their Notice of Assessment or Reassess- 
ment. At the commencement of our study, this function reported through a Director 
General to the Deputy Minister. Local appeals staff reported to district office or taxation 
centre directors. 


This organization of the appeals process caused criticism of a perceived lack of 
independence, particularly by tax professionals. Since the summer of 1984, the func- 
tion has reported directly to Head Office and steps are being taken to separate appeals 
staff physically from the remainder of local office staff. 


We discuss the appeals process at length in the chapter on Appeals. In this 
chapter, we wish to stress the principle of ensuring the organizational independence of 
the appeals function. Although all functions must ensure a balance between taxpayer 
service and enforcement of the Income Tax Act, this function above all must be seen to 
be dealing fairly with taxpayers. The importance of this function would be emphasized if 
it were headed by an Assistant Deputy Minister rather than a Director General. 


6.4.6 Taxation Policy Development and Interpretation 


Taxation policy and the development of legislation is the responsibility of the 
Minister of Finance. As we have discussed in the chapter on Taxation Policy, it is our 
view that, until mid-1984, there was insufficient input from Revenue Canada, Taxation. 
This lack of input seems to have resulted from an unwillingness on the part of the 
Department of Finance to consult Revenue Canada, Taxation, aggravated by a reti- 
cence on the part of Revenue Canada, Taxation to give unsolicited advice. 
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The responsibility of Revenue Canada, Taxation for providing input could be 
upgraded and accomplished more effectively if all tax policy issues arising within the 
Department, and responses to those arising from other federal departments, were the 
direct responsibility of an Assistant Deputy Minister. The consolidation of all activities 
relating to the external and internal interpretations of the Income Tax Act under this 
Assistant Deputy Minister could alleviate any potential which exists for differing inter- 
pretations of the Act in the Audit Directorate and Legislation Branch. 


6.4.7, Human Resource Management 

The effective operation of Revenue Canada, Taxation relies heavily on its staff, 
many of whom have very specialized skills and knowledge. It is clear that the senior 
management of the Department were aware of the importance of human resource 
management prior to the commencement of our study. Nevertheless, in our chapters 
on Human Resources Management, Quotas and Training were report that we found 
considerable room from improvement in the management of the Department's human 
resources. Since the summer of 1984, the Department has taken a number of major 
initiatives to remedy problems identified. 


In this chapter we wish to stress the following organizational human resource 
management issues: 


— human resources planning, in terms of both staff numbers and skills. Planning 
should follow from the Department’s mission and its long and short range 
objectives; 

— the need for accountability systems to ensure that all managers implement 
departmental policies; and 


— the need for specific assignment of responsibility for monitoring human re- 
source management policies and practices to the existing ADM, Management 
Services. 


‘6.4.8 General and Financial Administrative Services 


All managers should be able to rely on the supply of materials and information 
which they require to accomplish the planned tasks for which they are accountable. Any 
organization structure has to ensure that the necessary systems and staff are in place 
to meet these management needs in an effective, efficient and economic manner. In 
our chapter on Management Information Systems, we discuss possible improvements 
to the Department's systems. 


A parallel function to the provision of these support services to managers is the 
monitoring role of the administrative services, to inform senior managers of non- 
compliance with departmental policy, budget overruns and similar problems within line 
units. Thus, this function needs to be led by an individual reporting directly to the Deputy 
Minister. 


6.4.9 Communications 

The form in which individuals receive information affects their response to it. Ina 
Department with such a large number of staff, good internal communications are 
extremely important. Dealing with nearly all Canadian citizens in promoting self- 
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assessment and demonstrating a fair, evenhanded administration of the Income Tax 
Act requires a considerable communications effort on the part of all departmental staff 
who are involved directly, or indirectly, with taxpayers. In view of the importance of 
communications to the Department's role in providing service to taxpayers, we believe 
that this function should report to an Assistant Deputy Minister. 


In our chapter on Communications, we demonstrate that there is room for 
considerable improvement in both external and internal communications programs. 
Some of the criticisms levelled at the Department in 1983 were due to poor communica- 
tions. The organization structure of the Department should give more prominence to 
the communications function by ensuring that it participates in key activities of the 
Department. Its importance can be illustrated by the fact that, in drafting a revised 
mission statement for the Department, there is a clear role to be played by those with 
communication skills. Further, the communication of the mission to the staff and the 
taxpayers requires those same skills. 


In addition to helping other departmental managers develop and implement 
communication programs, communications staff should monitor overall communica- 
tions performance of these programs within the Department and make recommenda- 
tions to the Deputy Minister for improvements. 


6.4.10 Taxpayer Rights and Services 


Throughout our report we stress the need for the Department to balance its 
responsibilities for enforcing the Income Tax Act with the provision of a high level of 
service to the taxpayers of Canada. It is clear that the current Minister of National 
Revenue, his Deputy Minister and senior managers within the Department share the 
commitment to achieve this balance between enforcement and service. The actions 
being taken by the Deputy Minister and his senior staff, e.g., development of service as 
well as operational standards for staff performance, should redress the perceived 
emphasis on enforcement that existed in the early 1980s. 


We share the view of the Minister and Deputy Minister that each member of the 
staff must be aware of the need for a balance between enforcement and service and 
that accountability systems need to be established to ensure that this balance is 
achieved. The necessary management information systems and audit procedures will 
have to be maintained. In addition, in view of the need to emphasize service to 
taxpayers, we believe that the monitoring of taxpayer rights and services should be the 
responsibility of one of the senior officials within the Department. This would ensure full 
consideration of taxpayer interests in all aspects of the Department's operations and, in 
particular, ensure adherence to the principles of the Declaration of Taxpayer Rights. 
This step would be a further visible commitment by senior management to ensure that 
the perceived emphasis on enforcement in the past will not recur in the future. 


6.4.11. Audit and Evaluation 


In addition to the responsibility of individual managers for evaluating on a regular 
basis the activities for which they are responsible, the senior management of the 
Department requires a capacity for independent evaluation. The chapter on Quality 
Control, Audit and Program Evaluation describes current systems and makes recom- 


ea gg ce oc ee 
Chapter 6 71 


mendations for improvements. As we have discussed throughout our chapters, there is 
a particular need to ensure that much more attention is paid, by all staff, to taxpayer 
rights and services. There is a need also for consolidating and integrating the diverse 
quality control, internal audit and program evaluation functions of the Department. 


6.5 COORDINATING MECHANISMS 


Regardless of the plan of organization eventually adopted, formal coordinating 
mechanisms will be needed to ensure that all pertinent factors of the Department's 
complex activities and the views of key senior managers are fully considered in the 
development of operating plans and policy. 


At present, Head Office appears to rely heavily on informal “grapevine” com- 
munication networks to maintain knowledge of current developments. 


Until early 1985, the CORE Group, which consisted of the Deputy Minister, 
Assistant Deputy Ministers and Directors-General from head office and the regional 
ADMs, met regularly and formally as the senior management committee. The CORE 
Group meetings appeared to be the only formal head office coordinating mechanism. 
While it was clearly very useful because of its wide coverage, the CORE Group became 
involved in immediate operational problems instead of concentrating on major policy 
matters. 


There is a need to review the committee structure of the Department to ensure 
that sufficient attention is given to specific areas such as: 
— planning; 
— communications; 
— human resources; 
— monitoring and evaluation; and 
— program delivery. . 


In addition, as in the past, special ad hoc multidisciplinary committees or teams 
will be needed for individual projects such as the necessary revision of the Depart- 
ment’s management information systems. 


6.5.1 External Consultation 


For some years, the Deputy Minister has had a Taxation Advisory Committee 
drawn from leading accounting and legal professionals, professional associations and 
organizations such as chambers of commerce. The Committee met quarterly to dis- 
cuss pertinent technical issues. We were informed by department officials and by 
committee members that this consultation process had not worked effectively, primarily 
due to the limited scope of the discussions. 


In our view, the Department needs to ensure that it has a fully satisfactory means 
of determining public opinion with regard to tax administration matters and needs to 
maintain close relations with the business and professional communities as well as with 
the general public. 
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The fact that the Minister of National Revenue has adopted a policy of attending 
meetings of the Taxation Advisory Committee and proposes to broaden both the 
representational base of membership and terms of reference should make the con- 
sultation process more effective. 


Senior regional managers should continue to be encouraged and assisted to get 
out into their communities in order to get to know the leaders and influential members of 
the business community and the key institutions and to explain departmental policies 
and programs. 


6.6 FINDINGS AND RECOMMENDATIONS 


In this section, we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


6.6.1 FINDING: THERE WAS A NEED FOR A REORGANIZATION OF 
REVENUE CANADA, TAXATION 


Background 


During the course of our study, we identified several areas for improvement inthe 
organization. The major areas that we believe should be considered in any organiza- 
tional review have been discussed in sections 6.4 and 6.5. 


Revenue Canada, Taxation Action 


The immediate objective of the Department is to increase the accountability of 
regional ADMs for the provision of quality service to taxpayers based on reinforced 
monitoring. The following specific actions are planned or underway: 


— consultations with regional ADMs on proposed program goals and associated 
resourcing will be enhanced; 


— individual regional ADMs will be asked to commit themselves to the achieve- 
ment of program goals and associated resource utilization proposed by Head 
Office; 

— individual regional ADMs will be asked to establish appropriate consultations 
with District Office and Taxation Centre Directors, and to obtain the commit- 
ment of these Directors to program goals and associated resource utilization 
proposed by Head Office; 


— agreement will be reached with regional and head office ADMs collectively on 
how program performance and resource utilization are to be measured, on the 
form and frequency of performance reports thereon, and on the timing and 
forums for periodic performance reviews; 


— agreement will be reached with regional ADMs collectively on the elements of 
the taxation program they are expected to review regularly with District Office 
and Taxation Centre Directors, and on how findings and actions taken on 
identified problems are to be reported; 


EE en 
Chapter 6 73 


— _ input to, and commitment from individual regional ADMs on public communica- 
tions plans will be obtained; and 


— the scope of management audit in District Offices will be enhanced. 


Recommendations 
@ The Department should make the following specific organizational changes: 


— the designation of an existing senior official within the Department to be 
given the specific responsibility of monitoring taxpayer rights and services; 
and 


— the appointment of an Assistant Deputy Minister to head an independent 
Appeals function. 


@ To enable the Department's organization structure to function more effectively, 
we recommend: 


— establishing a corporate strategic planning process; 


— strengthening policies and procedures in the area of human resources 
management; 


— defining responsibilities of general and financial administrative services to 
strengthen the monitoring of policy compliance; 


— strengthening external and internal communications within the Department 
and ensuring that the communications function is involved substantially in 
key management decision making e.g., drafting of the mission statement; 
and 


— strengthening and consolidating the various audit and evaluation functions 
of the Department. 


6.6.2 FINDING: THERE WAS A NEED TO REVIEW THE COMMITTEE 
STRUCTURE 


Background ee 

Constraints were placed on the coordinating mechanisms of the Department by 
concentrating all key planning, policy, operational and evaluation committee activities 
within the CORE Group. A segregating of issues into committees dealing with specific 
topics would involve a larger number of the management group and allow subjects to be 
considered in greater depth. 


Recommendation 


e@ Revenue Canada, Taxation should review its senior management committee 
structure to ensure that sufficient attention is given to specific areas such as: 


— planning; 

— communications; 

— human resources; 

— monitoring and evaluation; and 
— program delivery. 
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CHAPTER 7: 
STRATEGIC PLANNING 


7.1 INTRODUCTION 


This chapter reviews the strategic planning activity of Revenue Canada, Taxa- 
tion and examines how it addresses departmental needs. It also looks at how the 
strategic planning activity and the Department’s planning needs relate to the essential 
principles of the federal government’s Policy and Expenditure Management System 
(PEMS); this was introduced in 1980 as a means of improving the integration of policy 
making and expenditure management and ensuring greater ministerial control over 
these functions. 


7.2 DESCRIPTION OF SYSTEMS 


This section provides an outline of the principal elements of strategic and 
long-term operational planning within Revenue Canada, Taxation. 


Under the provisions of PEMS, as it was constituted at the time of our study, the 
planning and management activities of Revenue Canada, Taxation contributed and 
responded to the Cabinet planning process through three primary instruments: 
Strategic Overviews; Multi-Year Operational Plans; and Budget-Year Operational 
Plans. 


7.2.1 Strategic Overview : 


The Policy and Expenditure Management System required the Department to 
make a yearly submission of a multi-year Strategic Overview. This had to be formulated 
in accordance with annual guidelines promulgated by Committees of Cabinet, intended 
to address: 


— changing government priorities; 

— changing socio-economic and technological developments; 

— emerging problems and opportunities; 

— conclusions of program evaluations and management assessments, 

— objectives of departments and strategies for achieving them; and 

— alternative objectives and strategies with associated costs and benefits. 


7.2.2 Multi-Year and Budget-Year Operational Plans 


Multi-Year Operational Plans (MYOPs) are one of the key instruments for moni- 
toring and controlling resource allocation in the government. They involve the develop- 
ment of program plans and detailed assignment of resources required to deliver 
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approved programs over a three-year period. The Department's MYOP is submitted to 
the Treasury Board in the Spring of each year and is updated in the Fall to accompany 
the departmental Main Estimates submission. 


The Budget Year Operational Plan (BYOP) consists of the first year (the upcom- 
ing year) of the Multi-Year Operational Plan submitted in the Fall. The BYOP sets out, 
more specifically than the MYOP, the key operational goals or targets for the upcoming 
year. 


7.2.3. Issue Papers 


The input from senior and middle management of the Department was through 
Issue Papers prepared for the CORE Group, which consisted of the Deputy Minister, 
Assistant Deputy Ministers and senior head office staff. These Issue Papers were 
introduced as a means of allowing each function within a branch to state its problems, to 
identify its needs and to suggest how these could be met. 


In 1983, the consolidated Issue Papers were, for the first time, circulated to the 
field offices for their information and feedback. Prior to this, Issue Papers were sent only 
to head office managers and regional Assistant Deputy Ministers. 


7.3 INDICATORS OF GOOD STRATEGIC PLANNING 


In an organization with effective strategic planning processes, we would expect 
to find a clear statement of mission and purpose outlining both the fundamental reason 
for the organization’s existence and the intended means of operation. 


This statement would be supported and supplemented by sub-statements for 
each function of the organization. The mission and purpose of each organizational 
grouping (such as regions, districts, branches, directorates and divisions) also would 
be clearly stated in the form of sub-mission statements. All statements of mission and 
purpose would be clearly communicated and reinforced using accountability systems 
throughout the organization. 


We would also expect to find an internally-directed, strategic planning process. 
Its purpose would be to achieve effective matching of resources to needs on an ongoing 
basis, while considering changing circumstances, values and needs both inside and 
outside the organization. The planning horizon would be at least five years, with longer 
time horizons for major decisions such as geographic locations of offices and major 
capital commitments. 


These elements of a good planning process should result in an organization 
which is effective in anticipating and dealing with present and emerging problems and 
challenges. 


7.4 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
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deficiencies associated with these findings and our principal suggestions for further 
improvement, where appropriate. 


7.4.1 FINDING: NO CLEAR, WELL COMMUNICATED AND 
GENERALLY UNDERSTOOD STATEMENTS OF MISSION AND 
PURPOSE EXISTED 

Background 


When we commenced our study, there was no clear, well communicated and 
understood statement of mission and purpose for Revenue Canada, Taxation. At the 
same time, many senior managers did have their own sense of purpose; for example, 
most of those interviewed said that their purpose was “to administer the Tax Act.” Some 
added, “in a fair and equitable manner.” However, there were conflicting views on hard 
and soft attitudes toward the taxpayer. 


We communicated our concerns to the Minister and his senior staff and sug- 
gested that the Mission Statement for the New Zealand Inland Revenue would make a 
good model. That statement reads: 


“The Department's mission is to apply those laws so that every taxpayer pays the 
correct amount of tax - no more and no less. The most effective way of accom- 
plishing that mission is to achieve and maintain the highest possible level of 
voluntary compliance. Voluntary compliance means that taxpayers meet all their 
taxation obligations of their own volition. To encourage voluntary compliance, the 
Department aims: 


— to make it as easy as possible for people to comply with the tax laws, by 
letting them know their rights and obligations; 


— to administer the law in a consistent, courteous and prompt manner, so that 
all people know they are treated fairly; 


— to detect those people who do not comply and, where appropriate, take 
action against them.” 


Steps were taken to have a mission statement developed by staff from the 
Department of Finance, The Department of Justice and Revenue Canada, Taxation. 
On July 26, 1984, the Minister of National Revenue issued a document entitled 
“Revenue Canada - Taxation, Mandate and Operational Principles” which stated the 
mission, policies and principles for the Department (see Appendix B). This document 
addresses major tax administration issues in an extensive manner. However, we 
believe a short and concise mission statement is a necessary prerequisite to effective 
planning in any large organization. The Department still requires such a statement if 
managers at all levels are to play a useful role in strategic planning. A short mission 
statement could also be communicated more effectively to staff at all levels throughout 
the Department. 


Revenue Canada, Taxation Action 


In February, 1985, the Minister of National Revenue published the Declaration of 
Taxpayer Rights set out as Exhibit 5.1 in the chapter on Canada’s Self-Assessment 
Taxation System. 


Recommendations 
@ The Department should develop a new brief mission statement, based on the 
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Declaration of Taxpayer Rights, which would describe the main purposes and 
directions of Revenue Canada, Taxation and its intended relationships with 
taxpayers. 


@ The mission statement should be reinforced throughout the Department on an 
ongoing basis and the implications for each function identified. 


7.4.2 FINDING: THERE WAS NO INTERNALLY-DIRECTED, 
STRATEGIC PLANNING PROCESS IN PLACE 
Background 


There was no internally-directed strategic planning process in the Department. 
Planning processes that did exist were aimed more at meeting the needs of Cabinet 
and central agencies than the needs of Revenue Canada, Taxation. Further, they were 
more reactive to known problems than directed to meeting perceived future needs. As 
an example, there had been no regular scanning and analysis of the environment in 
which Revenue Canada, Taxation operated. 


Some planning had been done by the CORE Group. However, no documentation 

was found of this planning or of any process used by the CORE Group to create 
coherent and consistent strategic plans for the Department. With no well communi- 
cated and clearly understood mission statement or planning process, there was no 
adequate foundation for involving middle and senior-level managers in strategic plan- 
ning. 


By directing its planning efforts almost exclusively to meeting the information 
requirements of Cabinet Committees and central agencies, planning in Revenue 
Canada, Taxation did not adequately address the Department's own needs. These 
included detecting the perceptions, needs and values of Canadian society and reacting 
promptly to significant changes. Assuming that the government had been willing to 
respond more fully to identified resource needs, Revenue Canada, Taxation might 
have been able to reduce the severity of the problems it encountered in 1983. 


Recommendation 


@ The Department should establish a planning process that would supplement the 
systems required for overall government operations. This internal planning 
process should make provision for the establishment of corporate goals by 
senior management and for regular input and response from all functional 
groups at Head Office and, through the regional Assistant Deputy Ministers, 
from senior staff of District Offices and Taxation Centres. Through this mecha- 
nism, clear accountability and commitment should be obtained at all levels. The 
process should be designed to recognize, monitor and anticipate both current 
and future societal trends and technological opportunities. 


7.4.3 FINDING: PLANNING OF INDIVIDUAL PROJECTS WAS NOT 
SUFFICIENTLY COORDINATED 
Background 


There was little indication that planning efforts were being coordinated from the 
standpoint of future needs, changes, cross-impacts and problems. The exception was 


eee ee ee ee ee eee 
Chapter 7 81 


in the Multi-Year Operational Plan (which focussed mainly on budgets and person-year 
resource approvals). For example, the requirement for the two additional Taxation 
Centres, being planned when we commenced our study, clearly needed to be re- 
examined in light of both the technological progress being made in remote accessing of 
data and the developments planned, or under review, by the Systems Division. 


Revenue Canada, Taxation Action 


In November, 1984, The Minister of National Revenue announced the cancella- 
tion of the proposed Taxation Centres in Ottawa and Toronto. 


Recommendation 


@ All existing planning efforts should be coordinated and integrated within an 
overall plan to ensure consistency, recognition of needs and proper considera- 
tion of priorities in allocating resources to meet current needs. Progress should 
be under periodic review to be sure that plans remain relevant and coordinated. 
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CHAPTER 8: 
COMMUNICATIONS 


8.1 INTRODUCTION 


This chapter discusses the Department’s methods of communication and the 
form and content of its messages. The primary emphasis is on external communica- 
tions, i.e., between the Department and the taxpayers and tax practitioners. 


Several of the other chapters in this report also deal with issues related to 
communications. These involve specific aspects of the Department’s work and specific 
groups of taxpayers, as well as its own employees. 


In recognition of the importance of the communications function, the Minister of 
National Revenue established, in February 1984, an internal “Special Communications 
Task Force” chaired by Mr. R.H. Knox, Assistant Secretary, Communications, Ministry 
of State for Social Development. The report of this Task Force, which was submitted on 
April 1, 1984, was intended, among other things, to supplement our larger review. 


The Department contacts approximately 85 percent of adult Canadians each 
year. This level of public contact is higher than for any other federal government 
department. The Department also undertakes public education activities designed to 
.disseminate general information to all taxpayers and to specific taxpayer groups. 
Therefore, regardless of the quality of their personal communications with the Depart- 
ment, taxpayers may be influenced by the form and content of public messages from or 
about the Department. tes 


8.2 DEPARTMENTAL MANDATE AND OPERATIONAL 
PRINCIPLES 


The Mandate and Operational Principles of Revenue Canada, Taxation, issued 
in June 1984, placed major emphasis on the need for effective communications with the 
public: 

“The efficiency of the system depends on the provision of extensive services to 
the public, including effective communications ... Taxpayers have, as well as 
obligations, the right to the provision of effective communications and prompt and 
courteous service .. .” 


(Mandate and Operational Principles, page 12: see Appendix B) 
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The statement outlined the implications of the need for effective communications 
in the following manner: 


— service to the public requires timely, concise and accurate communication to 
the taxpayer of all relevant information; 


— communications should promote good understanding of the tax system to 
facilitate and encourage voluntary compliance; 


— services provided to the public should promote the knowledge and understand- 
ing of the various social and economic policies and objectives which are 
implemented through the tax laws; 


— communications should ensure an understanding by taxpayers of their rights as 
well as their obligations under the system; 


— major changes in the law and its interpretation and administration should be 
communicated to taxpayers on a timely basis; 


— good communications with tax practitioners are required; 


— department officials should be readily accessible and have the knowledge 
required to provide assistance to taxpayers; 


-— when an adjustment is proposed, the taxpayer should be advised before 
assessment (or reassessment) and given appropriate explanations and in- 
formation on his rights under the objection and appeals process; 


— taxpayers should be informed of their rights throughout the tax collection 
process and the payment options available to them; and 


— the Department must be responsive to taxpayers’ complaints. 


(Summarized from pages 16-30 of the Department's 
Mandate and Operational Principles) 


In our review of the Department, we evaluated departmental practices against 
these guidelines and identified areas where it appeared that the new statement was not 
being met. 


8.3 DESCRIPTION OF SYSTEMS 


8.3.1 The Information Services Branch 


The Information Services Branch is responsible for public affairs activities, such 
as production of publications and films, media monitoring and media relations, and 
communications research. Its annual budget in 1984/85 was $1.94 million, involving 33 
person years. This does not include the person years assigned to the public relations 
officer function in the District Offices. 


The Branch, composed of communications specialists at Head Office, provides 
functional direction to 34 public relations officers who fulfill a public relations function in 
28 of the District Offices on a part-time or full-time basis. These staff do not report to the 
Information Services Branch. They report to the district office Directors. 


The Branch also provides assistance to other areas of the Department, including 
writing, editing, providing audio-visual services, and conducting media relations semi- 
nars for managers. 
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: Over the last few years, the Information Services Branch has produced a wide 
variety of informational materials for use by the public relations officers, for distribution 
to taxpayers and tax practitioners, and for use by teachers in the school system. 


8.3.2 Communications Activities of Other Areas of the Department 
Communications are a significant responsibility for all areas of the Department. 


There are several very significant communications activities performed by areas 
other than the Information Services Branch, including: 


— the design of the T1 return and other forms; 
— the preparation of the T1 and other Tax Guides; 
— the preparation of Interpretation Bulletins and Information Circulars; 


— the public enquiries function at the District Offices, which reports to Verification 
and Collections; 


— computer-generated explanation verses and form letters; and 


— ad hoc public speaking engagements by district office Directors and other 
senior managers. 


8.3.3 The Special Communications Task Force Report 


The Report of the Special Communications Task Force concluded that com- 
munications with the taxpayer were not as effective as they should have been. The 
report clearly outlined the need for a well planned and coordinated communications 
program which would emphasize a primary orientation of service to the taxpayer. 


The report went on to recommend specific changes to the Department's orga- 
nization and activities, particularly at the headquarters and district office levels. Some 
_ of the most important of these recommendations, and our assessment of them, are 

provided in Appendix 8.B of the chapter on Communications in our detailed report. In 
response to the Communications Task Force Report, the Department used paid 
advertising for the first time during the 1984 filing season for taxpayer information. 


Since the submission of this report, the Department has appointed a Special 
Advisor to the Deputy Minister with responsibility for the Information Services Branch. 


8.3.4 Publicity on Unproven Tax Charges 


Until April 1984, the wording of Section 9114 of the Taxation Operations Manual 
emphasized the importance the Department placed on publicizing of special investiga- 
tion cases. This was to encourage voluntary disclosure and deter other taxpayers from 
tax evasion. 


The report of the Special Communications Task Force concluded that the De- 
partment’s communications policy should emphasize the objective of service to the 
public and should not emphasize enforcement activities, particularly the results of 
judicial proceedings or special investigations. It also stated that the Department should 
avoid, and under no circumstances initiate, public discussion of individual cases. 
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The Progressive Conservative Party Task Force on Revenue Canada concluded 
that the Department's release to the media of information on a case prior to final 
judgment constituted a serious infringement of civil liberties and was contrary to the 
basic principles of Canadian justice. It recommended that publication of charges prior 
to judgment be discontinued. 


Since April 1984, the Department will only supply information about tax evasion 
charges in response to media enquiries, but will still not go beyond information that is 
already a matter of public record. 


8.3.5 The T1 Return 


The T1 return is the most important of the many forms developed by the 
Department because it has such a wide distribution among Canadian taxpayers. For 
many taxpayers, the T1 return and the associated guide are the only contact they have 
with the Department. Because of its importance, we completed a special review of the 
T1 return, guide and related schedules, examining their design, production and inven- 
tory methods. The results of this review are described in our detailed report. 


8.4 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment where appropriate. 


8.4.1 FINDING: NO ONE INDIVIDUAL OR GROUP HAS HAD 
RESPONSIBILITY FOR THE PLANNING, COORDINATION AND 
EVALUATION OF THE COMMUNICATIONS FUNCTION 

Background 


Virtually all areas of the Department are involved in either direct or indirect 
communication with taxpayers. Although the Department has prepared annual com- 
munication plans for several years, no one area has had responsibility for planning, 
coordinating and evaluating the communications function. In addition, the time commit- 
ment and activities of public relations officers have varied among the District Offices, at 
the discretion of the Director. 


Our overall assessment, based on our findings and the briefs we received, was 
that the Department had not been very successful in communicating these basic 
messages: 


— to taxpayers, the message that all Canadians have a personal interest in and 
responsibility for ensuring that the taxation system operates smoothly and 
effectively; and 


— to department employees, the message that effective communications with 
taxpayers and tax practitioners will make their jobs easier and more satisfying. 
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Recommendations 


e@ The Department should establish a Communications Branch with a broad man- 
date for ensuring the coordination, planning and evaluation of the Department's 
communications activities. 


e The staff assigned to the proposed Communications Branch should be greater 
than that currently allocated to the Information Services Branch if it is to ade- 
quately fulfill the broad communications function. 


e@ Designated departmental managers should prepare an annual communications 
plan, coordinated under the overall departmental communications plan present- 
ly developed by the Information Services Branch. 


@ All publications and films should be reviewed by the Communications Branch to 
ensure consistency with the Department’s mandate, i.e., they should emphasize 
rights as well as obligations. 


e A research capability should be created in the Communications Branch to 
identify the needs of special groups of taxpayers, evaluate communications 
programs and monitor taxpayer satisfaction. 


8.4.2 FINDING: INFORMATION ON DISTRICT OFFICE TELEPHONE 
NUMBERS AND ACCESS TO TOLL-FREE LINES WAS NOT 
ADEQUATE 

Background 


The telephone numbers for each District Office are listed on the back of the Tax 
Guide, providing separate numbers for general enquiries, refund enquiries and re- 
quests for forms and publications. These numbers are also published in local telephone 
directories. A toll-free service for charitable registrations was implemented at Head 
Office in July 1984. 


Separate numbers had not been established for public relations, audit, appeals 
or collections, although separate numbers for collections will become available in April 
1985. These numbers will be quoted only on the computer-generated second collection 
letter to taxpayers. 


From our hearings, briefs and letters, it became apparent that, although toll-free 
lines were available for all District Offices, taxpayers often were not aware that they 
existed, as the Department's publications did not give this information sufficient promi- 
nence. 


The Progressive Conservative Task Force on Revenue Canada recommended 
that toll-free lines be available for all Revenue Canada, Taxation offices, including 
Taxation Centres and Head Office. 


The amount of equipment and manpower resources allocated to any telephone 
enquiry service, including Revenue Canada, Taxation, is determined by two factors - 
the level of service desired and the funds available. One of the primary indicators of 
level of service is the number of callers who receive a busy signal out of 100 callers. The 
lower the “grade of service’ rating, the better the service for the caller, because it means 
a higher proportion of them completed their calls. 
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The grade of service typically found in industry and the standard suggested by 
Bell Canada is somewhere between 2 and 5. Revenue Canada, Taxation’s suggested 
grade of service was 33, whereas the typical federal government department standard 
was 10. Clearly, the level of service provided by the Department was far below that 
achieved in other industries. The Canadian Banker's Association indicated in their brief 
to us that telephone contact with the Toronto District Office was difficult and that the 
general information telephone number was normally busy. 


Revenue Canada, Taxation Action 


The Department is exploring various types of new technology that could improve 
the telephone enquiries service. In Summer 1985, testing will begin on the use of an 
automated refund enquiries machine. If successful, this type of machine could handle 
the high volume of simple refund enquiries, thereby releasing enquiries staff to respond 
to the more complex calls. In 1985, the grade of service is to be better than 30, with 
many offices targetted to achieve between 10 and 30. In 1986 the target will be 10. 


Recommendations 


@ The toll-free numbers for all District Office should be more clearly communi- 
cated, so that taxpayers do not incur long distance telephone charges. 


@ Additional telephone numbers should be allocated to each of the District Office 
functional areas so that taxpayers may obtain direct access to public relations, 
audit, appeal and collections services and are not delayed by the large volume of 
public enquiries. 


8.4.3 FINDING: ACCURACY OF ANSWERS TO TELEPHONE 
ENQUIRIES WAS NOT ADEQUATE 
Background 


The internal program evaluation of the Department’s public enquiries function, 
carried out in September 1983, tested the accuracy of answers provided by staff 
handling telephone enquiries. This study found that enquiries personnel were able to 
correctly answer questions of varying levels of complexity between 68 percent and 72 
percent of the time. More detailed analysis showed that permanent employees had a 
lower accuracy rate than the casual (Seasonal) employees. 


Statistics for the Toronto District Office indicated error rates between 10 percent 
and 22 percent, and a management audit of the Hamilton District Office determined an 
error rate of approximately 26 percent. 


The internal program evaluation report noted that routine monitoring of answers 
to taxpayer enquiries in the United States Internal Revenue Service showed an 
accuracy rate of 98 percent. Unlike the Internal Revenue Service, however, the 
Department does not use “silent monitoring” to ascertain the accuracy of answers to 
telephone enquiries. The Department thinks that this technique could be applied to help 
improve its service to taxpayers. It has received legal advice on how to do so ina 
manner which respects the privacy rights of taxpayers and employees. The Depart- 
ment has not implemented silent monitoring until consultation with employee repre- 
sentatives and taxpayer groups has been completed. The program evaluation report 
concluded that, given the low accuracy level of the responses to enquiries, the Depart- 
ment was not meeting its objective of assisting taxpayers in complying with the law. We 
agree; error rates of this magnitude clearly are not acceptable. 
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This view was also echoed in the comments and briefs we received. Typical of 
these is the following extract from the brief submitted by the Board of Trade of 
Metropolitan Toronto: 


“The quality of answers provided by Revenue Canada employees manning the 
general inquiries phones is generally poor. Information is often incorrect. Asses- 
sors lack either the time, inclination, or experience to ask relevant questions to 
ensure that uninformed taxpayers have disclosed all of the relevant facts to 
enable the assessor to provide the correct answer to the taxpayer's situation. 


There is no accountability on the part of Revenue Canada employees for the 
answers they provide to taxpayers. The taxpayer may therefore be penalized for 
relying on Revenue Canada’s misinformation.” 


Revenue Canada, Taxation Action 


The Department initiated a comprehensive study of the enquiries function in April 
1984, the first phase of which it completed in November 1984. The findings of this study 
will result in many improvements to the manner in which this function will be under- 
taken, for example, improved training courses were implemented for the 1985 filing 
season. Also, the Department has decided to undertake a field test of a machine 
searchable information bank containing a copy of all tax publications relevant to public 
enquiries. The field test, which began in January 1985, involved providing desk top 
terminals at answering agents’ desks. 


Recommendations 


@ The Department should develop procedures for the silent monitoring of answers 
to telephone enquiries, and consult on their implementation with affected em- 
ployees and their representatives, the Department of Justice and taxpayer 
groups. 

e Revenue Canada, Taxation should intensify the training program for employees 
who service the counter and answer telephone enquiries. 


@ The Department should consider development of a two-tier level of response to 
enquiries, similar to that used by the Internal Revenue Service in the United 
States. The first level of employee would handle routine enquiries, with a 
specialist level available to respond to more complex questions and to provide a 
quality control function for the first level of staff. 


e Particular attention should be paid to ensuring adequate “refresher” training for 
permanent employees who must respond to telephone and over-the-counter 
enquiries. 


8.4.4 FINDING: PROXIMITY OF TAX ASSISTANCE LOCATIONS IS 
IMPORTANT TO THE TAXPAYER 


Background 


The brief submitted by the Canadian Organization of Small Business suggested 
that there is a need for greater access by the public to tax assistance, which could be 
made available through booths and displays in shopping malls, post offices and the like, 
and that these facilities should be open beyond normal business hours. 
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In 1984, eleven Seasonal Tax Assistance Centres were set up across Canada in 
an effort to provide local assistance to individuals preparing their tax returns. 


District office management generally felt that the experiment was successful and 
provided good public relations for the Department, even though the program was 
expensive to operate and did not significantly reduce the workload at the District Office. 


In November 1984, the Minister announced that the network of Seasonal Tax 
Assistance Centres would be expanded, and that information clinics or storefront 
service centres would be introduced. This will bring the total to 35 Seasonal Centres, 
compared to eleven in 1984. 


Recommendation 


e@ Revenue Canada, Taxation should continue to add Seasonal Tax Assistance 
Centres in appropriate communities across Canada each year to answer tax- 
payers’ enquiries. 


8.4.5 FINDING: COMPUTER-PRODUCED EXPLANATION VERSES 
ON ASSESSMENT NOTICES WERE NOT COMPLETE OR 
UNDERSTANDABLE 

Background 


The assessment and reassessment notices provided to taxpayers are produced 
by computer, using a large list of possible explanation “verses”. 


The 1983 internal program evaluation of the public enquiries function completed 
a detailed investigation of whether the nature of these verses generated public en- 
quiries. The evaluation report concluded that any verse used to explain errors made in 
completing the tax return should communicate the following information: 


— the error made (including the line number from the return); 
— the original amount recorded and the corrected figure; 

— the reason for the change; and 

— the effect of the change on the taxpayer’s refund or debit. 


We reviewed the explanation verses and agreed with the suggestions made by 
the internal evaluation report on the content of error messages. 


In early February 1984, we recommended to the Deputy Minister that the Depart- 
ment improve the explanation verses for use in processing the 1983 tax returns in 
1984/85. We were informed that the Department was unable to do so at that time. 
However, an internal committee was subsequently established, which developed new 
explanation verses for 1985. 


Revenue Canada, Taxation Action 


Inthe summer of 1984, all 420 of the messages used were reviewed and 39 of the 
45 most commonly used messages were improved. As a result, some 11 million 
explanations of changes on assessment notices will be clearer in 1985. All computer- 
produced messages are being reviewed on a continuing basis and changes made to 
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ensure that all error messages contain an adequate explanation of the error made and 
the effect of the correction on the taxpayer’s refund or amount owing. !In addition, the 
Department is placing more emphasis on training assessors to select the most 
appropriate messages from the available list. 


8.4.6 FINDING: THE PUBLIC RELATIONS FUNCTION IN DISTRICT 
OFFICES REQUIRED STRENGTHENING 
Background 


Although the time budget is established by the Information Services Branch, the 
actual amount of time assigned to the public relations function is determined by each 
district office Director, and is not based on a standard resourcing formula. From our 
analysis, it appears that there has been wide variation in the decisions reached by the 
Directors. We analyzed the 1983/84 data for the District Offices and found no consis- 
tent relationship between the amount of time spent on public relations activities and 
other variables which might reasonably be expected to relate to the requirement for 
public relations time. 


The Information Services Branch also has been convinced for several years now 
that the number of person years allocated to the public relations function in the field has 
been inadequate and inconsistent among the District Offices. It suggested that a 
minimum of one person year should be allocated to the public relations function in each 
District Office, with a higher allocation in the larger offices. This would mean an 
increase of at least 13.5 person years, as in 1983/84 there were only five District Offices 
which had one (or more) person year allocated to this function. 


The Knox Report also concluded that the communications skills and resources in 
the District Offices needed to be strengthened. Specifically, it suggested that the role, 
level, qualifications and training of the public relations officer(s) in each District Office 
should be assessed and modified as necessary. The Knox Report estimated that an 
additional 30 to 60 person years would be required to meet the communications 

“objectives at the district office level. 


. 


Recommendations ay 5 


® The amount of time allocated to the communications function in each District 
Office should be based on consideration of key variables, including number of 
taxpayers, size of area served, number of media outlets, socio-economic char- 
acteristics of the population and past experience in the area. 

@ Total manpower resources allocated to the communications function in the field 
should be increased, with a minimum of one person year for each District Office. 


8.4.7. FINDING: INTERNAL COMMUNICATIONS DID NOT 
ADEQUATELY SUPPORT THE DEPARTMENT’S EMPHASIS ON 
SERVICE TO THE TAXPAYE 

Background 

The chapter on Staff Attitudes and Concerns describes the results of the survey 


of a representative sample of full-time department employees. The findings indicated 
that communications within the Department were not adequately reinforcing the De- 
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partment’s primary emphasis on service to the taxpayer. Specifically, the Department 
was not adequately communicating to employees how it expected taxpayers to be 
treated. 


The Knox Report also commented on the need to strengthen internal com- 
munication mechanisms and training programs to emphasize the concepts of fairness, 
equity and impartiality in providing service to the public. 


Recommendations 


e The present practice of issuing copies of the Department's new Mandate and 
Operational Principles to all new staff as part of their basic orientation should be 
supported by information sessions, posting of key principles and/or other efforts 
designed to reinforce the information contained in the Mandate. 


@ Managers and supervisors should hold periodic sessions with their staff to clarify 
how the Department’s Mandate can best be interpreted in light of their particular 
responsibilities. 


8.4.8 FINDING: DEPARTMENT TAX FORMS WOULD BENEFIT 
FROM A DESIGN REVIEW 
Background 


As taxation legislation has become more complex, partly as the result of the 
delivery of new social and economic programs through the taxation system, the forms 
designed for taxpayer use have reflected this increased complexity. The briefs we 
received from business and professional associations expressed the view that the 
current forms appear to have been designed for the ease of tax administrators rather 
than taxpayers. The Department contends that forms are designed with two main 
objectives: ease of filling in the form as well as ease of retrieving information from the 
completed form. 


The Commission of Inland Revenue in the United Kingdom found it very useful to 
embark on a major simplification of their forms, and we believe that similar improve- 
ments could be achieved for Revenue Canada, Taxation forms. Furthermore, we 
believe that the Department should report back to the Department of Finance on the 
complexity of forms resulting from changes in legislation (e.g., the RRSP contribution 
schedule). 


The Progressive Conservative Party Task Force on Revenue Canada also 
concluded that the Department needed to be more sensitive to the number and 
complexity of tax forms issued to taxpayers. It specifically mentioned the problems 
experienced by the elderly in trying to read the small print used on the forms. 


Recommendations 


@ The Department should commission a review of all the Department’s forms to 
identify ways in which they can be consolidated, simplified and improved in 
overall presentation. 


@ In its ongoing dialogue with the Department of Finance on current and antici- 
pated problems, the Department should ensure that Finance is fully aware of the 
difficulties encountered by taxpayers in providing the information required under 
the Income Tax Act. 
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8.4.9 FINDING: FORMS WERE NOT ALWAYS AVAILABLE TO 
TAXPAYERS WHEN THEY NEEDED THEM 
Background 


In preparing their tax returns, or responding to assessments and reassessments, 
taxpayers were often directed by the Department to obtain and complete forms avail- 
able at the District Offices. We have been informed that, on numerous occasions, 


taxpayers who had been asked to complete prescribed forms found that they were not 
available. 


Recommendation 


e Requests to taxpayers requiring the completion of a prescribed form should be 
accompanied by a copy of the form. To the extent that it is necessary to refer toa 
form in a publication, a mandatory check on the availability of the form should 
take place prior to the publication being issued. 
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CHAPTER 9: 
QUALITY CONTROL, AUDIT AND 
PROGRAM EVALUATION 


9.1 INTRODUCTION 


A key activity of management is the monitoring and evaluation of operations. 
Apart from the need for this activity to be undertaken by each supervisor and manager, 
senior management requires an independent assessment in order to be assured that 
plans, policies and procedures are being adhered to and that the organization is | 
operating with due regard for economy, efficiency and effectiveness. The manner in 
which senior management responds to this feedback mechanism can convey clear 
messages to the staff on the extent of management's commitment to, for example, the 
balance between taxpayer service and tax enforcement. 


This chapter deals with the internal processes designed to monitor and evaluate 
the activities of the Department. For the purposes of our report we have classified these 
activities into one of the following three categories: 


— the quality control category includes activities designed to routinely check the 
quality of work prior to or shortly after the release of information or decisions to 
taxpayers. These activities are primarily the responsibility of management. 


— the audit category includes activities designed primarily to review, on a periodic 
basis, the operations of groups within the Department. This review also covers 
the adequacy of quality control processes. 


— the program evaluation category includes activities designed to systematical- 
ly gather verifiable information on departmental programs and obtain demon- 
strable evidence on their results and cost effectiveness. The purpose of these 
activities is to periodically produce credible, timely, useful and objective find- 
ings on programs appropriate for resource allocation, program improvement 
and accountability. 


9.2 QUALITY CONTROL 


Supervisory staff at all levels in the Department have primary responsibility for 
quality control. At each management level up to and including the Deputy Minister, 
there are regular management processes in place for reviewing and evaluating the 
work of the lower levels. These reviews are designed to ensure that the work of staff has 
been carried out in compliance with the policies and procedures of the Department. 


in certain circumstances, other quality control processes are superimposed on 
the basic management structure to monitor and report on the quality of work performed. 
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9.2.1 District Offices 


There are four significant quality control processes covering the functions carried 
out in a District Office. 


First, the Operational Audit Group in each District Office, in addition to its audit 
function, carries out a limited number of activities designed to measure the quality of 
work carried out in various areas of that Office. 


Second, within the Enquiries and Office Examination Section of the Verification 
and Collections Division of each District Office, there is a group responsible for 
checking the quality of work completed by the staff of this Section. It ensures that the 
laws and regulations administered by the Department are applied uniformly and that 
work is in keeping with departmental policies and interpretations. 


Third, the technical accuracy of reassessments proposed by the staff of the Audit 
Division in each District Office is reviewed by the Audit Review Section. 


Fourth, since a special investigation case must be accepted by the Department of 
Justice in order to proceed with prosecution, a quality control review is automatically 
imposed on the special investigation process. As well, the Audit Review Section 
reviews proposed civil assessments in all cases and staff in Special Investigations must 
obtain court approval for search warrants. 


9.2.2 Taxation Centres 


In each Taxation Centre, there are two quality control activities. There is a Quality 
Evaluation Section in the Operational Audit Group. Within the Taxation Centre, Oper- 
ational Audit reports to the Chief of Management Controls. 


The Quality Evaluation Section is responsible for measuring the extent to which 
activities carried out in the Taxation Centre comply with departmental policies and 
procedures. This review is particularly critical because much of the work in Taxation 
Centres is carried out by casual staff who are hired for limited periods of time. 


There is also a Quality Review Group in the Assessing Division, which under- 
takes quality control checks of the T1 assessing process. 


9.3 AUDIT 


In addition to the external audit of the Department by the Auditor General of 
Canada, there are six major types of audit activities carried out internally by the 
Department. 


There are four groups within the Department undertaking these audits: 
— Management Audit 
— Operational Audit 
— Functional Groups 
— Regional Offices 
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Management Audit reports to the Special Advisor to the Deputy Minister. This 
Directorate carries out three types of audit: 


— management audits, which cover the operations of all parts of the Department; 


— data processing audits, which focus on reviewing computerized systems in the 
Department; and 


— financial and security audits, which involve the cyclical review of financial 
systems. 


Operational Audit at Head Office, at the time our study was undertaken, coordi- 
nated the activities of local operational auditors. These activities were directed and 
controlled by a chief who reported to the Director of the local office (i.e., Taxation Centre 
or District Office). The scope of operational audit activities includes all operations of the 
local offices, including some quality control responsibilities as described earlier. 


Functional audits are generally directed and controlled by the Director of the 
head office functional group concerned. The scope of the functional audit activities 
includes the activities of groups in the District Offices and Taxation Centres that receive 
functional guidance from the relevant head office group. 


Regional office staff carry out informal audits as part of their responsibility to 
evaluate the operations of local offices. The regions have coordinators who deal with 
the Taxation Centres and District Offices in their area. The coordinators receive 
quarterly reports and maintain ongoing contact with the local offices; they also analyze 
the results of the local offices through a review of statistical indicators. Occasionally, the 
coordinators will visit a local office to further evaluate the operations by meeting with the 
Director, section heads and division chiefs. They may review their findings with the 
Director, but normally there is nothing set out in writing unless a serious problem is 
discovered. Any issues identified are followed up at the next visit. 


. 


9.4 PROGRAM EVALUATION 


The Department's program evaluation function is the responsibility of a separate 
group in the Management Audit Directorate. The overall objective of the group, accord- 
ing to Taxation Operations Manual, TOM 8, is to provide “senior management with 
independent, reliable information on the effectiveness of departmental programs.” 


A five-year program evaluation plan was issued in March 1983 that provides 
details of each of the programs to be evaluated over this period. To date, several 
evaluations have been completed, including a review of the public enquiries program, 
the program for the enforcement of filing of returns and the program to prevent tax 
avoidance. A recent review of Appeals was carried out to determine the reason for the 
significant increase in the number of appeals by taxpayers. 


Program evaluation reports are addressed to the Deputy Minister who obtains 
counsel from the Internal Audit and Evaluation Committee. The Committee is responsi- 
ble for reviewing audit and program evaluation plans and the results of program 
evaluations and for ensuring that appropriate action is taken on major findings. 
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9.5 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified during the course of the study, the 
action taken by Revenue Canada, Taxation with regard to certain of the deficiencies 
associated with these findings and our suggestions for further improvement, where 
appropriate. 


9.5.1 FINDING: QUALITY CONTROL OVER SOME CRITICAL 
FUNCTIONS WAS INADEQUATE 


Background 


Quality control was provided partly by supervisors reviewing the work of their 
subordinates and partly by special processes superimposed on the basic management 
structure. For certain functions in the Department, the approach to monitoring and 
reporting on the quality of work carried out by staff was inadequate. 


Audit Review Sections ensured that the reassessments issued by auditors met 
the standards documented in TOM. However, audit review staff looked only at the 
auditor’s final decision; they did not review the process. The Department therefore 
obtained no assurance from these reviews that the taxpayer was treated fairly by the 
auditor and that departmental policies and procedures were followed in carrying out the 
audit. 


After a file had passed through the approval process within Appeals, it was 
reviewed by the Audit Review Section in the Audit Division. Similar to their review of 
audit files, audit review staff focussed on the final decision, not on the process used to 
arrive at the decision. Another concern is that, because the audit review staff were likely 
involved with the original decision that led to the appeal, the objectivity of their quality 
review of the disposition of the appeal was questionable. 


For the collections function, there was no special quality control process de- 
signed to supplement the role of the supervisors. Because of the significant impact that 
the actions of collections staff can have on taxpayers, the Department needs a 
relatively high level of assurance that the work of the collections staff is carried out in 
accordance with policies and procedures. 


Revenue Canada, Taxation Action 


The Department has issued new guidelines to the field on audit review and is in 
the process of developing guidelines for on-line quality review for source deductions 
and collections. 


Recommendations 


@ Quality control processes designed to monitor and report routinely on quality 
should be in place for all significant functions of the Department, including 
collections. These processes should be designed to ensure that decisions are 
correct in light of the law and departmental policy, and that taxpayers are being 
treated in a fair, consistent and evenhanded manner. 


@ The scope of special quality control activities should include the process for 
carrying out a function as well as the final decisions resulting from the process. 
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9.5.2 FINDING: THE DEPARTMENT HAD FEW STANDARDS THAT 
RELATED TO QUALITY 
Background 


Most of the information reported to managers on a regular basis related to the 
quantity of work completed by staff rather than the quality of this work. For example, 
management in Taxroll received information on the volume of work handled by their 
staff; however, no information was available on the length of time required to handle 
work (€.g., Correspondence and file requests). Our review indicated that this situation 
existed in connection with most major activities carried out by the Department. 


-Revenue Canada, Taxation Action 


Improvements being made by the Department to its performance review and 
employee appraisal process through the development of performance standards will 
do much to remedy this situation. 


Recommendations 


e@ The Department should continue to develop quality standards for all significant 
activities carried out by District Offices and Taxation Centres. 


@ Information relating performance to quality standards should be collected and 
reported to management on a regular basis. Any problems identified should be 
followed up on a timely basis. 


9.5.3 FINDING: AUDIT ACTIVITIES WERE GENERALLY 
UNCOORDINATED 
Background 


Many groups in the Department had responsibility for audit activities, but there 
was little coordination of these activities. With only a few exceptions, each group set its 
own priorities and carried out its work independently. Anumber of managers in the local 
offices told us that there was significant repetition and duplication of audit activities. As 
a result, senior management in the Department had little assurance that resources 
devoted to such activities were addressing the most significant matters in the most 
efficient manner. 


Revenue Canada, Taxation Action 


Revenue Canada, Taxation recently introduced a number of changes designed 
to improve the coordination of audit activities. 


— An internal Audit and Evaluation Committee under the chairmanship of the 
Deputy Minister was recently established. One objective of this Committee is to 
provide overall direction to audit activities in the Department. The existence of 
this Committee should help improve the coordination of these activities. 


— Effective February 7, 1985, responsibility for providing functional direction to 
the Operational Audit Groups in local offices was transferred from the Manage- 
ment Controls Directorate to the Management Audit Directorate. In conjunction 
with this change, the focus of the head office auditors will shift away from 
detailed reviews of local offices, which should reduce the amount of duplication 
of audit activities at the local offices. 
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Recommendations 


e Responsibility for functional audit activities and regional monitoring activities of 
an audit nature should be transferred to the appropriate audit group - either a 
group within the Management Audit Directorate or the Operational Audit Groups 
in the local offices. 


e Functional groups at Head Office should continue to carry out special projects 
that do not have an audit objective. Projects with an audit objective should be the 
responsibility of the head office group responsible for audit. 


9.5.4 FINDING: AUDIT SCOPE PLACED TOO MUCH EMPHASIS ON 
DETAILED PROCEDURES AND GAVE INSUFFICIENT 
ATTENTION TO ECONOMY, EFFICIENCY AND 
EFFECTIVENESS 

Background 


We found that operational auditors in local offices were spending a significant 
portion of their time ensuring that policies and procedures were complied with in what 
had been identified as high risk areas. Functional audits also tended to concentrate on 
compliance with policies and procedures. At the same time, issues of a more general 
nature were periodically addressed by these audits and the trend was for operational 
audits to include a greater focus on quality control. 


Our reviews of reports commenting on the results of management audits dis- 
closed that the vast majority of comments related to non-compliance with specific 
policies and procedures (e.g., items not coded properly). Because of this, relatively little 
emphasis was placed on more general compliance and comprehensive audit issues, 
such as determining whether activities were carried out with due regard for economy, 
efficiency and effectiveness. 


Revenue Canada, Taxation Action 


Revenue Canada, Taxation plans to shift the focus of management audits to 
reviews of programs in terms of economy, efficiency and effectiveness. 


Recommendations 


@ In planning its audit programs, the Management Controls Directorate should 
ensure that an appropriate emphasis is placed on all audit objectives. 


e@ The existing emphasis on determining compliance with detailed policies and 
procedures at both the program and local office level should be changed so that 
audit activities focus on more significant issues. With an expanded scope, the 
benefits achieved as a result of audit activities would increase significantly. 
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CHAPTER 10: 
MANAGEMENT OF HUMAN 
RESOURCES 


10.1 INTRODUCTION 


This chapter deals with the management of human resources within Revenue 
Canada, Taxation. Much of the policy governing human resource management is 
determined by statutes and by central agencies (e.g., Treasury Board and Public 
Service Commission), with certain authorities delegated, through the Deputy Minister, 
to various members of the Department. 


In this chapter the terms “personnel” and “human resources” are used inter- 
changeably although, for the most part, “human resource management’ is used to refer 
to those activities involved in managing human resources, in which line managers play 
a key role. “Personnel”, on the other hand, is used to refer to the specialized function 
whose staff interpret and administer personnel policies and assist other members of the 
Department in fulfilling the responsibilities set out for them under these policies. 


In terms of organization structure, personnel staff are found at three levels within 
the organization. At the Head Office, personnel staff are located in the Personnel 
Directorate and in the Centre for Career Development. These divisions all report to the 
Assistant Deputy Minister (ADM), Management Services. Head office staff provide 
guidance to the field, develop and co-ordinate programs on a national level and monitor 
compliance with policy. In general, they provide the Deputy Minister with assurance 
that the various human resource management activities for which hei is held account- 
able are being carried out properly. 


At the regional level, personnel staff report to a regional ADM. Responsibilities at 
this level are two-fold. Staff provide advice and guidance to District Offices and 
Taxation Centres as needed. Smaller offices, for example, may not be staffed to handle 
all types of personnel/human resource activities. In these cases, regional office staff will 
lend their expertise. In addition to assisting field Offices and Centres, regional staff 
provide direct support to their regional ADM. 


Finally, each District Office and Taxation Centre maintains a personnel staff 
reporting to the Director. Personnel staff assist line managers to meet their human 
resource management responsibilities by administering the various policies and pro- 
grams, by providing general advice and guidance, and by providing operational support 
on staffing and staff relations matters. 


The personnel community within Revenue Canada, Taxation is responsible for 
the development and/or administration of a broad range of programs and activities, 
including classification, staff relations, training, human resource planning, staffing, 
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official languages, affirmative action, organization, and performance appraisal. For 
most of these activities, the Department, like other federal departments, must operate 
within guidelines established by Treasury Board and the Public Service Commission 
for employees in the public service. 


There are four unions within the Department - Public Service Alliance of Canada; 
Professional Institute of Public Service of Canada; Economists, Sociologists and 
Statisticians Association and the Council of Graphic Arts. The collective bargaining 
process involves primarily Treasury Board, and not the Department. However, the 
unions and management do deal with each other, on a day-to-day basis, on staff 
relations matters. 


10.2 DESCRIPTION OF SYSTEMS 


10.2.1 Laying the Foundation: Job Descriptions, Classification and 
Compensation 


The primary building blocks for many human resource management activities, 
and for the organization structure itself, are the job analysis, job description and job 
classification processes. The classification process is designed to provide a basis for 
compensation administration within and among departments of the public service by 
assigning jobs to occupational categories, groups, sub-groups and levels reflecting the 
various duties performed. The compensation system is designed to ensure that em- 
ployees across the public service are fairly and equitably paid in relation to these stated 
duties. Exhibit 10.1 outlines the number of employees, by category, employed within 
Revenue Canada, Taxation in July, 1984. 


Treasury Board has delegated to the Deputy Minister the authority to classify 
many, though not all, positions within Revenue Canada, Taxation. Classification au- 
thority is further delegated to accredited classification officers. 


10.2.2. Staffing 


Policies regarding staffing are determined by the Public Service Commission. 
The authority for staffing certain positions in Revenue Canada, Taxation has been 
delegated by the Public Service Commission through the Deputy Minister to the 
Assistant Deputy Ministers, Directors General, Directors and certified staffing officers. 


10.2.3 Human Resource and Succession Planning 


The Department responds somewhat differently to human resource and succes- 
sion planning needs for staff at senior levels than it does for staff at lower and middle 
levels. Our data gathering uncovered little formalized, continuous and controlled activ- 
ity in the area of succession planning for middle and lower levels. At these levels, the 
multi-year operational planning process, combined with supervisory responsibility for 
appraisal, training, etc., was thought to be sufficient. For staff at these levels, the 
Department also engaged in what might best be termed operational human resource 
planning. When specific needs arose, e.g., during regionalization or annual hiring of 
casuals, various human resource planning measures were introduced to ensure that 
staffing needs were met. 
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To address succession planning at senior levels, the senior management com- 
mittee devotes some portion of its monthly meetings to issues of short and longer term 
staffing for senior and feeder level groups. In addition, the senior management commit- 
tee annually reviews all senior managers and identifies their potential. 


10.2.4 Budgeting and Staff Allocation 


Yearly human resource budgets are developed by head office functions based 
on resourcing standards, projected workloads, and the requirement to maintain pre- 
vious levels of service in what the Department categorizes as mandatory and non- 
mandatory programs. 


The person years required to carry out these programs are identified in the 
Multi-Year Operational Plan which is submitted to Treasury Board. The projected 
numbers are finalized in negotiations with Treasury Board. Treasury Board approves a 
ceiling on dollars and person-year allocations for the Department and the functional 
heads then negotiate precise staff resourcing requirements with each responsibility 
centre (e.g., District Office and Taxation Centre). 


10.2.5 Matching People and Jobs: Recruitment, Selection and 
Promotion 


For the most part, recruitment, selection and promotion activities are governed 
by the staffing policies and requirements of the Public Service Commission. Staffing 
Officers, trained in staffing policy and procedures, support line managers and ensure 
that the Public Service Commission requirements are met. 


Those at senior levels within the personnel function are sensitive to the need to 
ensure that the Department has available an appropriate selection of candidates and 
that it chooses from among these the most appropriate. In this regard, for example, 
personnel staff are examining selection criteria for levels just below those which feed 
senior management positions. They are also exploring the possibility of increased 
reliance on interdepartmental transfers to broaden the skill and understanding of 
managers. : 


10.2.6 Staff Development: Career Planning 


Generally, the responsibility for staff development is shared more widely 
throughout an organization than that for most other human resource management 
activities. On-going direction and coaching provided by supervisors, work assignments 
and transfers, feedback mechanisms and communication channels all contribute to 
growth in knowledge and skills of employees. More formal programs, such as training, 
career planning and affirmative action, support these activities, providing shape and 
direction to staff development. 


Of these programs, training appears to be relied on most heavily for operational 
purposes within the Department; it is discussed in some detail in the chapter on 
Training. In addition, the Department makes use of the Senior Management Develop- 
ment Program and the Personnel Administration Development Program as career 
planning activities. In some instances, career pathing information has been 
documented. For the most part, however, the Department relies on staff knowledge of 
historical career paths which have developed over time. 
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CATEGORY/GROUP 


Deputy Minister 
MANAGEMENT 
Executives 

Senior Management 


SCIENTIFIC & 
PROFESSIONAL 


Auditing * 


Economics, Sociology 


& Statistics 


Library Science 


Education 


ADMINISTRATIVE & 
FOREIGN SERVICE 
Administrative 
Service 
Computer Systems 
Administration 
Financial 
Administration 
Information 
Services 


Organization & 
Methods 


Personnel 
Administration 
Purchasing & Supply 


Programme 
Administration ° 


TECHNICAL 
Drafting & 
Illustration 


General Technical 


Photography 


Social Science 
Support 


DM 


EX 


RY 


Sl 


REVENUE CANADA,TAXATION 
COUNT OF EMPLOYEES CASUAL AND PERMANENT 


D.M.’s HEAD 
OFFICE OFFICE 


1 


40 
22 


ms 
ye) 
fo>) 
a 


REGIONAL TAXATION DISTRICT 

OFFICES OFFICES OFFICES TOTAL 
(4) (7) (30) EMPLOYEES 

1 

vs 18 70 

21 46 

3 1 1,961 2,179 

0 0 aaG 0 

31 

3 

0 

14 

4 

19 266 88 599 

0 1 0 3 

358 

1 

6 1 29 

0 0 0 

16 

0 

30 

0 

24 25 40 157 

0 0 0 1 

8 

0 

3 586 4,560 5,411 

0 2 5 16 

0 

0 

17 

0 

0 

0 

164 172 

0 1 


(p)'— 
(c) 


(Pp) 
(c) 


(Pp) 
(c) 


(Pp) 
(c) 


(P) 
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REGIONAL TAXATION DISTRICT 


D.M.’s HEAD OFFICES OFFICES OFFICES TOTAL 
CATEGORY/GROUP OFFICE OFFICE (4) (7) (30) EMPLOYEES 
OPERATIONAL 
General Labour GL 1 14 1 16 (p) 
0 2 0 2,7 {(c) 
General Services GS 17 49 91 iltevre (9) 
1 14 11 PAS (6) 
ADMINISTRATIVE 
SUPPORT 
Secretarial, Steno ST 1 156 7 154 396 714 = (p) 
Typing 0 36 0 82 40 158 (c) 
Clerical & CR 2 296 13 2,498 2,032 4.841  (p) 
Regulatory . 0 55 2 2,571 266 2,894 (c) 
Data Processing DA 83 182 265 = (p) 
0 316 SiG) (CG) 
Office Equipment OE 1 61 62 = (p) 
) 6 6 (c) 
OTHER 
Student Assistant SA 0) 0 0 (p) 
i i 4 63 71 (c) 
Summer Student SU 0 0 0 O (p) 
1 72 70 143 = (c) 
Mathematical MA 0 0 0 (p) 
907 373 1,280 (c) 
Communications CM 1 2 2 Siw(p) 
é 0 0 0 0) (ec) 
Printing Operations PR 4 : 4 (p) 
) 0 (Cc). 
TOTAL EMPLOYEES it 1,891 76 3,852 9,375 15,205 (p) 
117 4 3,973 828 . 4,922 (c) 


'(p) = permanent employees 
(c) = casual employees 


“Auditing — Positions whose duties dictate a requirement for a professional degree of knowledge in accounting or audition (e.g.., 
CA, CGA, or equivalent) and which involve examination of the most complex income tax returns to determine their accuracy 
and adequacy, to verify cost and profit figures, to confirm the compliance of transactions with the provisions of statutes and 
regulations, and to manage or supervise these and closely related functions. 


3Programme Administration — Positions whose duties (a) entail the provision of advice and information to those taxpayers who 
have problems or concerns related to the Income Tax Act, and (b) the assessing and collection of due and overdue taxes. The 
above is provided through various programs, such as Collections, Field Audit, Appeals, Enquiries, Office Examination, 
Charities, Assessing and Source Deductions. 


‘Clerical and Regulatory — Positions whose duties entail the collecting, recording, arranging, transmitting and processing of 
information; the filing and distributing of records; the application of regulations derived from statutes in accordance with 
established instructions and guidelines in order to determine eligibility for benefits or privileges, or liability for the payment of 
taxes or duties. 
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10.2.7 Staff Relations 


The negotiation, interpretation and administration of collective agreements is a 
complex and specialized activity. As in most large organizations, Revenue Canada, 
Taxation includes specialists in staff relations among its personnel staff. Staff Relations 
includes the following activities: 


— collective agreement administration; 

— union/management consultation; 

— grievance administration; 

— health and safety; 

— strike contingency planning; 

— managerial and confidential exclusions; 
— discipline administration; 

— involuntary separations; and 

— conflict of interest situations. 


10.2.8 Evaluating Performance: Performance Review and Employee 
Appraisal 


The Department evaluates staff performance both formally, through its perfor- 
mance review and employee appraisal process, and informally through regular 
supervisor/employee feedback and discussions. From the staff survey we learned that 
staff perceived the need for more regular informal work reviews (Exhibit 10.2). Further, 
staff wanted more balanced feedback, focussing on both positive and negative aspects 
of their work (Exhibit 10.3). 


Exhibit 10.2 


Participation in Work Reviews 
How often do you/should you participate in an informal work review? 


% of Respondents 


Do now Should do 
At least once a month 12.4 24.0 
Once every 2-3 months 15.0 28.0 
Once every 4-6 months 25.9 30.5 
~ Once every 7-9 months 4.2 1.9 
Once every 10 months - 1 year 24.8 10.7 
Less often than once a year 16.7 4.1 


Did not say 1.0 0.8 
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Feedback on Performance 
| hear from my supervisor on both the good and bad things | do. 


Agree strongly 15.2 
Agree somewhat 38.8 
Disagree somewhat 27.0 
Disagree strongly 18.3 


For purposes of more formalized evaluation, the Department's performance 
review and employee appraisal process typically proceeds as follows: 


— Ameeting is held between supervisor and employee at the commencement of 
employment (and yearly thereafter). 


— Duties, Goals or Expected Achievements are identified, agreed on by the 
supervisor and the employee and are entered in the B1 section of the appraisal 
form. 


— The employee receives a copy of the B1 section. 


— The supervisor retains the form and, at the end of the year, completes the 
sections that relate the employee’s actual performance during that year to the 
goals and expected achievements outlined at the beginning of the year. 


— AReview Committee examines appraisals completed by the next lower super- 
visory level to “review the quality, uniformity and equitability” of the performance 
review and employee appraisal process; it does so before the review and 
appraisal is discussed with an employee. 


The appraisal form is used only for employees on strength for more than one 
year. The survey confirmed that most permanent employees (almost,95 percent) had 
received an evaluation in the past 12 months. Currently, the performance of casual 
employees is also measured, on the basis of such things as attainment of performance 
standards, attendance and punctuality, and is noted on the pay document. 


The survey of employees revealed a certain amount of dissatisfaction with the 
performance evaluation system. As shown in Exhibit 10.4, 48 percent of respondents 
were either not at all satisfied or only a little satisfied with the present system. The 
assessment of performance was considered to be least accurate in the areas of quality 
of interface with taxpayers and administrative skills (see Exhibit 10.5). 


10.3 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of the study, the 
action taken by Revenue Canada, Taxation with regard to certain of the deficiencies 
associated with these findings and our suggestions for further improvement, where 
appropriate. 
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Exhibit 10.4 


Satisfaction with Performance Review System 
How satisfied are you with the present system of evaluating your performance? 


% of Respondents 


Not at all satisfied 24 
Only a little satisfied 25 
Moderately or somewhat satisfied 35 
Quite well satisfied 13 
Fully satisfied 3 
Did not say 1 


Accuracy of Performance Assessment 


The current performance evaluation process enables an accurate assessment of my 
work performance with respect to — 


% of Respondents 
Agree Agree Disagree Disagree 
Completely Somewhat Somewhat Completely 


Technical Competence 19 46 20 14 
Administrative Skills 15 38 24 20 


Quality of Interface 
with Taxpayers 16 35 22 21 


Quantity of Work 
| produce 30 37 ie af 


Ability to Work 
Effectively with 
other Employees of 
Revenue Canada, 
Taxation 28 38 WW 15 


Quality of Work 
| Produce 25 38 21 15 


Management/Supervisory 
Skills 15 40 19 10 
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10.3.1 FINDING: THE PERSONNEL MANAGEMENT POLICY 
SECTION OF THE TAXATION OPERATIONS MANUAL WAS 
LARGELY OUT-DATED 

Background 

The personnel policy section of the Taxation Operations Manual (TOM) includes 
policies regarding the management of human resources. During our interviews with 
various representatives of the Department, there was general agreement that this part 
of the Manual was out-of-date and did not reflect current policies and practices in the 


Department. Over the last several years, various statements of policy had, however, 
been issued separately. 


Revenue Canada, Taxation Action 


The Department has initiated a project to revise the relevant portion of TOM. This 
should reduce the risk that policies will be applied in an inconsistent or inappropriate 
manner and should assist staff in better understanding the roles and responsibilities of 
all concerned in managing the Department’s human resources. 


Recommendation 


@ The Department should complete the revision and up-dating of its human 
resource management policies as speedily as possible. 


10.3.2 FINDING: HUMAN RESOURCE INFORMATION SYSTEMS 
WERE NOT COORDINATED OR INTEGRATED 
Background 


The Personnel Management System, an important component of the Depart- 
ment’s management information system, provides only a small part of the information 
necessary to make many human resource management decisions. In the absence of a 
comprehensive, nationally developed or co-ordinated human resource information 
‘system, local responsibility centres have begun to develop their own. We believe the 
broader interests of the Department would be better served by ensuring that HOE local 
systems meet nationally determined standards and requirements. 


Recommendation 


@ The Department should define a strategy, standards and eaaierments for the 
coordination and integration of all departmental human resource information 
systems, with particular reference to its needs in human resource planning and 
training. 


10.3.3 FINDING: THERE WAS A NEED FOR A MORE 
COMPREHENSIVE POLICY, STRATEGY AND PROCEDURES 
FOR DEALING WITH LONGER TERM VACANCIES AT SENIOR 
LEVELS 

Background 


The Department is anticipating substantial retirements over the next five years 
(up to 50 percent of those at senior levels were reported to be eligible for retirement). In 
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addition it has a comprehensive listing of vulnerable positions over the same time 
frame. Initial discussions with those in the head office personnel function revealed that 
no formal or systematic plans were in place to deal with these anticipated vacancies. 
Instead, the Department was planning to address these vacancies as they arose and 
rely on the procedures it had in place for responding to short-term needs. 


Discussions in the Fall of 1984 with those in the personnel function pointed to a 
number of initiatives which should strengthen human resource planning at senior 
levels. Interdepartmental transfers were being encouraged, for example, and selection 
criteria for feeder level groups being examined. Still to be established, however, was a 
comprehensive framework within which such activities could be conducted and a 
complete data base with which to forecast and respond to both short- and long-term 
requirements. 


In our view, the activities which were carried out by the Department did not 
address the full scope of human resource planning. A longer time horizon and clearer 
integration of human resource data with strategic and operational plans were required. 


Revenue Canada, Taxation Action 


The Department has revised the structure of its senior committees. One of the 
proposed new committees will be responsible for senior level succession planning as 
well as conducting an annual review of all senior managers. 


The Department has now assembled a database on feeder level groups and 
senior managers. As well, additional management complements have been obtained 
from Treasury Board to deal with the anticipated retirements. 


10.3.4 FINDING: POLICIES AND PROCEDURES REGARDING THE 
RELATIONSHIP BETWEEN STAFF BUDGETING AND 
ALLOCATION AND HUMAN RESOURCE PLANNING WERE 
UNCLEAR 

Background 


Our discussions at the District Office and Taxation Centre levels revealed a poor 
understanding of the staff budgeting and allocation process by managers. These 
discussions also indicated confusion about the role supervisors and managers were 
expected to play in human resource planning. Neither the personnel function nor 
supervisors and managers themselves spoke of the contribution to be made by 
appraisal, training, etc., to human resource planning. 


Given that the Department intends the staff budgeting and allocation process (a 
top-down process), in concert with regular supervisory responsibilities, to suffice for 
purposes of human resource planning at lower levels, we believe that the rationale and 
procedures behind each and the intended relationship between the two must be 
Clarified for those involved. 


Recommendation 


@ The purpose, methods and responsibilities associated with both staff budgeting 
and allocation and with human resource planning activities, as well as the 
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contribution each makes to staff resourcing, should be clarified and communi- 
cated to all levels of management and supervision. 


10.3.5 FINDING: NO CLEAR AND COMPREHENSIVE POLICIES OR 
PROCEDURES EXISTED WITH RESPECT TO CAREER 
PLANNING 

Background 


We were unable to identify a current and comprehensive policy on career 
planning, although various pieces required to develop such a policy and procedures 
were found. We were directed, for example, to a booklet describing the career path fora 
district office Director. 


Discussions with the head office personnel function indicated that the Depart- 
ment intends career planning activities at lower levels to be handled as part of the 
regular supervisory function and to fall under the general umbrella of human resource 
planning. As with the more general issue of human resource planning, we noted little 
consistency in the degree or type of emphasis placed by supervisors and managers on 
career planning. 


We believe that staff within the Department would benefit from efforts to consoli- 
date and expand on the information which currently supports career planning activities. 


Recommendation 


@ The Department should develop and communicate a policy and procedures for 
career planning. 


10.3.6 FINDING: POLICY WITH RESPECT TO INNOVATIONS IN 
HUMAN RESOURCE MANAGEMENT AND ORGANIZATIONAL 

DEVELOPMENT NEEDED TO BE UPDATED AND EXPANDED 

Background 7 


At the time of our study, no group existed within the personnel function with the 
mandate to pursue organizational development strategies. 


The public criticism of the Department in late 1983 suggested that there was a 
need to explore human resource management initiatives such as quality of work life and 
to involve human resource specialists in productivity improvement efforts. Both our own 
interviews and the survey of staff attitudes and opinions indicated that many employee 
concerns were not being adequately addressed. These results suggest that further 
efforts to implement new human resource management techniques and programs are 
still required. 


It is the Department's view that maintaining and enhancing organizational effec- 
tiveness is an on-going line management responsibility. While we agree that line 
managers must have primary responsibility for operational decisions, nonetheless, 
where these have significant human resource management implications, we believe 
that human resource specialists can and should play an important role. 
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Recommendation 


@ The Department should expand its capacity with respect to personnel research 
and organizational development activities. The personnel function should be 
provided with greater authority and the needed resources to initiate and evaluate 
programs having significant human resource management implications. 


10.3.7 FINDING: POLICY WITH RESPECT TO CLASSIFICATIONS 
WAS NOT BEING ADMINISTERED ADEQUATELY 
Background 


As a recent Treasury Board audit highlighted, the Department's classification 
practices have not complied with policy. During our own reviews of District Offices, both 
supervisors and employees reported that the degree to which job descriptions reflected 
the duties to be performed varied considerably. 


The Department has already undertaken various steps to redress the situation by 
establishing a Classification Task Force and by limiting authority for classifications 
actions. 


Revenue Canada, Taxation Action 


The Department has since instituted a classification coincidence audit program 
which will be carried out over the next two years. In addition, the Department is 
examining the appropriateness of existing delegation of classification authority. 


Recommendation 


@ The Department should continue its efforts to align and maintain classifications 
practices with Treasury Board policy. 


10.3.8 FINDING: THE EFFECTIVENESS OF SELECTION 
PRACTICES REQUIRED FURTHER EXAMINATION 


Several findings suggested that, on the whole, departmental selection practices 
had not adequately served the Department’s needs. For example, 


— many of the briefs submitted to us suggested that the knowledge and skill of 
incumbents were inadequate for the demands of their jobs: 


— Staff interviewed by us reported receiving inadequate supervision and sug- 
gested that promotion to the supervisory level was based on technical and not 
supervisory skills; 

— press reports have challenged the Department's hiring practices; 


— the Department reported few recent new hires, particularly from the private 
sector, a practice which would have introduced new blood and new perspec- 
tives into its operations; 


— the favoured career path to senior management was reported to be through the 
auditor category, which limited the experience and perspectives of senior 
managers; 


— Staff within the Department perceived theirs as a closed environment, with 
movement to other departments rarely considered an option. For certain indi- 
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viduals, such restricted movement may have limited the breadth and depth of 
skills developed; 


— despite their critical nature, the Department appeared to have done little to 
assess the skills required to communicate effectively and in a positive fashion 
with the taxpayer; and 


— many ofthose we spoke with, who were involved in selection decisions, showed 
an interest in exploring alternative selection methodologies and techniques. 


Taken together, these findings pointed to a need to examine the effectiveness of 
the Department's selection practices in assisting the Department to develop the staffing 
profiles needed to achieve its objectives. 


Revenue Canada, Taxation Action 


In some instances (e.g., Central Enquiries Officers) the Department is taking 
steps to identify and incorporate sounder predictors of performance into its selection — 
practices. For these and other positions (e.g., collectors), the Department is examining 
and, where appropriate revising, its selection methods. 


Efforts in these areas have not proceeded smoothly in all cases. The Department 
operates within very real constraints in matters of selection practices. Along with the 
need to comply with fairly stringent central agency requirements, the Department must 
also consider union reactions to modifications in it selection practices. In fact, recent 
attempts to refine selection methods for collectors have led to a considerable number of 
appeals and grievances. While the Department does not perceive these constraints as 
obstacles to future action, they do argue for a cautious and well-planned approach to 
changes in selection practices. 


In support of its formal selection process, the Department continues to expand its 
technical and supervisory training. Enhanced training will assist supervisors in meeting 
individual and group development needs and will help to prepare internal candidates for 
future positions. In this regard, training serves to expand the internal pool of qualified 

candidates. 


Recommendations < 


e@ Within the framework of the Department’s mission and objectives, the personnel 
function in the Department should evaluate its selection criteria and practices 
and, where appropriate, introduce new selection procedures and techniques to 
complement the requirements of the Public Service Commission. With due 
regard for the constraints it faces, by those requirements the Department should: 
— define the behaviours which constitute effective performance in a given 
position; 

— identify those variables which are most often shown to be associated with 
effective performance in that position; and 

— devise appropriate techniques for assessing candidates according to these 
variables. 

@ Information on selection criteria should be incorporated into the Department's 
human resource planning database(s) to facilitate, for example, the develop- 
ment of management replacement charts. 

@ Information regarding both selection criteria and selection methods, along with 
training and development options, should be included in any career planning 
documentation prepared for staff. 
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CHAPTER 11: 
QUOTAS 


11.1. INTRODUCTION 


This chapter of our report deals with the important issue of the inappropriate use 
of resourcing standards as quotas to measure individual employee performance in 
Revenue Canada, Taxation. 


Throughout late 1983 and early 1984, the Department was the subject of particu- 
larly heavy criticism regarding the application of quotas that measured work perfor- 
mance of individual employees in terms such as dollars of increased assessment, 
hours per file and minutes per telephone enquiry. The concern implicit in the criticism 
was that department employees were pressured by these quotas and as a conse- 
quence were not dealing with taxpayers in an evenhanded manner and were not 
providing the kind of service and assistance necessary in a self-assessment system. 


11.1.1. International ‘Quotas’ Problems 


During our visits to the United Kingdom and the United States, we were informed 
that those countries had a similar problem, which was inherent in the work of audit and 
collection staff. At the individual level it is only natural to desire some measure of job 
satisfaction from an increase in assessed taxable income or the collection of a difficult 
account. In anormal competitive working environment, these elements of job satisfac- 
tion can translate readily into implicit targets, or quotas, “to keep up with the rest of the 

‘team.” 

The senior management of the Inland Revenue in the United Kingdom and 
Internal Revenue Service in the United States advised us that they had to be on guard 
continually to avoid informal targets leading to overzealousness. 


It should not be surprising that Canada has the same ongoing problem. 


11.2 THE USE OF STANDARDS 


For the purpose of better understanding this chapter, we define below two types 
of standards used by both public and private sector organizations. 


Resourcing Standards: 


These standards are used to determine the total person years required to 
process an expected volume of a particular category of work within a responsibil- 
ity/cost centre such as a District Office. The purpose of these standards is the 
budgeting and allocation of resources. 


Individual Performance Standards: 


These standards are used to assess the performance of an individual employee. 
They can express the expected performance in terms of quantity of production, 
quality of technical performance and/or the quality of service delivery. The 
purpose of these standards is to provide a “yardstick” against which an em- 
ployee’s work can be measured. 


The Department has used resourcing standards in several ways as legitimate 
management tools. They have been used to develop global work plans and to allocate 
manpower. They have been also been used to measure the performance of various 
organizational components and functions. For example, the Department measures the 
overall results of audit activities in terms of dollars recovered relative to the time spent 
by auditors. The Department uses these results to monitor and compare the efficiency 
and effectiveness of Audit Sections in its many District Offices. The same measures are 
used as an indicator of the level of taxpayer compliance, since high dollar values of 
reassessment may suggest low levels of initial compliance. When using resourcing 
standards in these ways, it was the Department's intention, in all cases, that they be 
applied to organizational components, not individual employees. 


However, some supervisors in a few offices, contrary to department policy, had 
used these resourcing standards to develop work output targets for individual em- 
ployees and to measure the subsequent performance of individual employees against 
these targets. A few of the resourcing standards would be acceptable as measures of 
individual employee performance, in that they reflected with reasonable accuracy the 
work content, the service and quality requirements and the time required to perform a 
task. On the other hand, most of the Department's resourcing standards were not 
acceptable as a basis for measuring individual employee performance, as they did not 
take into account many of the work related factors that could affect an individual's 
performance. 


The Department has never had a policy of imposed dollar recovery quotas at the 
individual auditor level and the inappropriate application of resourcing standards to the 
measurement of individual employee performance was limited to a few offices. Most 
District Offices encountered no difficulties in this area and clearly made every effort to 
encourage department employees to focus on service to the taxpayer and on work 
quality as well as quantity. 


It was the misapplication of these resourcing standards that led to the criticism 
surrounding this issue and the accusations that quotas had been established for 
individual employees, that quantity was being emphasized over quality and that depart- 
ment policy favoured a hard line towards taxpayers. 


11.3. THE NEED FOR INDIVIDUAL PERFORMANCE 
STANDARDS 


There is an important and persuasive case to be made for the use of appropriate 
measures of performance in every organization. Obviously, these will vary from one 
organization to another and between components of any one organization, depending 
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on such factors as complexity of work, professional judgement required and elapsed 
time of tasks; however these factors can be accounted for so that the benefits of 
standards can accrue to all concerned. 


Who can benefit from the use of standards and in what way? In the case of 
Revenue Canada, Taxation, there are several answers to these questions: 


— Performance standards and the process by which they are developed give 
substance to the mission of the Department. The establishment and application 
of standards require management to clarify the mission statement in operation- 
al terms so that the relative importance of various activities and the emphasis 
given such things as taxpayer service and technical quality are apparent to 
everyone involved. 


— Performance standards that accurately reflect work requirements and encour- 
age the effective management of the resources employed in meeting the 
Department’s objectives: 


— assure the taxpayer that he or she is being served by an efficient public 
service; and 


— assure management that it is receiving a fair day’s work from all em- 
ployees. 


— Performance standards that focus on the technical quality of the work and 
provide a measure of the quality of the service relationship that exists between 
the department employee and the taxpayer 


— assure the taxpayer of evenhanded treatment within the self-assessment 
system; and 


— provide management with additional evidence that the service delivery and 
technical quality goals implicit in the Department's mission are being 
achieved. 


— A combination of these performance standards, appropriately weighted to 
reflect the nature of an employee’s work and the related service and quality 
expectations that flow from the Department’s mission and objectives, provide 
employees with 


— aclear and comprehensive statement of the Department's expectations 
with respect to their performance; 


—  areliable and consistent measure of the actual work required to complete a 
task; and 


— an objective basis for receiving feedback on their performance and for 
comparing it to the performance of others. 


It is a large task to develop individual and group performance standards, to 
ensure that the Department's management information system produces data for 
routinely assessing actual performance and to establish appropriate controls to ensure 
that the data are used properly within the performance evaluation process. The 
Department began work on just such a project in 1984. In our view, it will take several 
person years and considerable calendar time to both develop and implement this 
process at all levels and functions in the Department. 
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It was beyond the scope of our study to suggest what the performance standards 
should be. However, we have developed certain criteria that we believe should be 
applied during the development and implementation process. These are described in 
the chapter on Quotas in our detailed report. That chapter includes an example of the 
level and type of work in this area already completed by the Department. 


We concur with much of the work the Department is now doing to establish 
performance standards, and we believe that, once this work has been completed and 
the appropriate coordination and control established, all employees will have a much 
better understanding of what is expected of them and how to achieve it. 


11.4 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


11.4.1. FINDING: THERE WAS A NEED FOR CLEAR AND MORE 
COMPREHENSIVE INSTRUCTIONS WITH RESPECT TO 
INDIVIDUAL PERFORMANCE STANDARDS 

Background 


The Department had not adequately defined the responsibility and methodology 
for developing individual performance standards, although the job descriptions for 
some first and second level supervisors called for the development of individual 
performance standards for the employees under their supervision. 


Because there was no clear methodology and, we suspect, a lack of relevant 
skills at this level of supervisor, considerable variance in the approach to developing 
individual performance standards and expected performance levels was possible. 
Duplication of effort on a large scale was certain. 


Revenue Canada, Taxation Action 


During 1984, Revenue Canada, Taxation began the process of developing 
centrally approved Performance Goals/Evaluation Criteria. Currently, these are avail- 
able for selected positions, with the criteria being related to quality and timeliness of 
service. The intent is to develop comprehensive criteria covering not only quality and 
timeliness but also quantity and cost and to do so for all positions. In the interim, 
supervisors and managers are expected to formulate their own quality and timeliness 
criteria where these have not already been developed. All supervisors and managers 
are directed to avoid criteria that involve quantitative production goals or achievements 
of results over which the employee does not have control. 


_ Recommendations 


@ The Department should develop clearer and more comprehensive instructions 
with respect to the development and use of individual performance standards. 
These instructions should ensure national coordination, but should also permit 
management and supervision to be responsive to local requirements. 
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@ In establishing instructions regarding the development and application of stan- 
dards, the Department should ensure that guidelines are provided and followed, 
that result in the establishment of standards appropriate to the evaluation of 
individual employee performance. 


11.4.2 FINDING: RESOURCING STANDARDS WERE MISAPPLIED 
AND USED AS INDIVIDUAL PERFORMANCE STANDARDS IN 
SOME INSTANCES, CONTRARY TO DEPARTMENTAL POLICY 
Background 


Both in our interviews and in our review of related documentation, we noted that 
resourcing standards had been used by some supervisory personnel to assess indi- 
vidual employee productivity and work performance. Those supervisors had resorted 
to a simplistic conversion of resourcing standards to individual performance standards. 


Revenue Canada, Taxation Action 


During the latter half of 1984, the Department undertook extensive measures to 
counteract the potential use of resourcing standards as measures of individual per- 
formance. Activities focussed on three primary areas. Staff at all levels received 
substantial communications from senior members of the Department outlining the 
Department's position with respect to the measurement of individual performance. 
While the Department remains committed in principle to a comprehensive and fair 
assessment of individual performance, until appropriate criteria can be developed, 
performance is to be measured only in terms of quality and timeliness of service. 


The Department has begun work on the development of performance criteria 
related to quality and timeliness for specific positions. These form a part of various 
revisions, made in the late Fall of 1984, to the performance review and appraisal 
documents and procedures. Interim guidelines for the review of employee performance 
within 13 key jobs in audit, assessing and collections were provided by Head Office to 
line management. Also, workshops were held with management and supervisory staff 
Ato explain the Department's position with respect to individual performance measure- 
ment. Finally, plans are in place for Head Office to review annually a statistically valid 
sample of employee appraisal documents to ensure that appropriate performance 
indicators and individual performance standards are being used. 


Recommendation 


@ The Department should continue to educate its managers and supervisors in the 
development and use of both resourcing and individual performance standards. 


11.4.3 FINDING: METHODOLOGIES FOR ESTABLISHING 
STANDARDS APPROPRIATE TO THE MEASUREMENT OF 
INDIVIDUAL PERFORMANCE HAD NOT BEEN DEVELOPED 

Background 


While we were aware of the work the Department had been doing in respect of 
the development of individual performance indicators, specific methodologies for 
establishing the actual standards or units of measurement for measuring individual 
performance relative to these indicators had not been developed at the time of our 
study. 
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Recommendation 


@ The Department should continue to expand its work beyond the development of 
performance indicators, to define and document methods and procedures for 
establishing individual performance standards. Once the methodology has been 
defined, each supervisor and manager should be trained in its appropriate 
application. 


11.4.4 FINDING: METHODS AND PROCEDURES FOR DEVELOPING 
RESOURCING STANDARDS WERE POORLY UNDERSTOOD 
BY MANY OFFICIALS 

Background 


During the course of our interviews, we noted that very few officials, beyond 
those in head office functional groups, had a complete and accurate understanding of 
the process used to establish resourcing standards. Communication of the steps 
involved, and rationalization of this procedure with the responsibility centres, could 
result in streamlining the resourcing procedure, better identification of database con- 
cerns, fewer arguments at the mediation stage and standards that reflect actual 
manpower required. 


Recommendation 


@ The Department should better define, document and more widely communicate 
to appropriate levels of management the methodology for establishing and 
applying resourcing standards. 


11.4.5 FINDING: SOME DISTRICT OFFICES CHANGED 
RESOURCING STANDARDS, THEREBY PUTTING PRESSURE 
ON SOME STAFF 

Background 


In some cases (we have identified two), District Offices chose to establish a 
second tier of resourcing standards that were more stringent than those developed by 
Head Office. By doing so, local management was able to reallocate resources to 
achieve local production targets and service objectives. We question whether this 
practice served the achievement of the Department's national service goals, particular- 
ly if a reduction of resources in certain activities was likely to create undue production 
pressure on employees and further aggravate service relationships with taxpayers. 


Recommendation 


e The Department should ensure that controls are in place to prevent District 
Offices from changing resourcing standards and putting pressure on staff to 
increase production at the expense of quality and service. 
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CHAPTER 12: 
TRAINING 


12.1. INTRODUCTION 


This chapter of our report deals with the training programs designed by Revenue 
Canada, Taxation to develop and maintain the knowledge and skills of its staff. 


Prior to 1974, most of the Department’s training was conducted in the local 
offices. Line staff acted as trainers, and consistency and quality among offices were 
questionable. 


In 1974, the Centre for Career Development (CCD) was established in Ottawa. 
Initially, CCD was charged with the responsibility of responding to the training needs of 
new recruits. After a departmental study in 1979, CCD was reorganized and its 
mandate was expanded to incorporate a broader focus on continuing education for all 
staff. 


12.2 DESCRIPTION OF SYSTEMS 


CCD employs a systems approach to training which comprises five steps, each 
supported by a comprehensive evaluation process: 


Step One: Preparation of Annual Training Plan, requiring analysis of 
operational problems having training implications 

Step Two: Training needs assessment and development of course spe- 
cifications 

Step Three: Course design 

Step Four: Program testing and modification 

Step Five: Delivery 


These steps are described in the chapter on Training in our detailed report. Also 
described in that chapter are the services provided by CCD, which include client 
services, technical studies, educational services, language training and management 
development. 


12.2.1. Training Programs for Specific Groups 


The Department had no formal policy with regard to the amount or type of 
mandatory training which specific groups of employees were required to receive 
(although the 1985-86 Annual Training Plan calls for a move in this direction). Instead, 
CCD had designed curricula for various staff groups. Local supervisors and managers 
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were expected to assign staff to the various courses included in each curriculum as 
appropriate. 


In some cases, curricula were quite detailed and specific. For other groups, for 
example those who worked in the Taxation Centres, the curriculum was specified less 
clearly. Attendance was usually prompted by the need to acquire new skills. For 
example, it is unlikely that any new clerk in a Taxation Centre would have begun work 
without first participating in “Information Session for New Clerks” and “Initial Assessing 
- New Clerks (Classified)”. The first course provided clerks with an introduction to the 
Department, while the second provided specific knowledge and skills needed to 
perform the job. 


For most groups, the responsibility for making decisions concerning who would 
attend which courses lay primarily with line management. A number of factors were 
likely to contribute to such decisions. These included: the number of courses available 
from which to choose; the timing and location of course offerings; the number of new 
staff hired; the specific performance deficiencies of current staff; changes in work 
practices or duties; the attitude of the manager toward training; and pressure from staff 
for training. As a result, the amount and type of training received by staff holding similar 
positions may have varied within and across locations. 


The CCD has recently completed a comprehensive analysis of training needs for 
enquiries and office examination staff. Training coordinators will be assigned to these 
areas to determine specific training needs and build individualized curricula based on 
mandatory and non-mandatory offerings. 


12.2.2 Training in Industry Specialization 


CCD offered some training in tax administration as it related to specialized types 
of work (e.g., farming). However, proficiency in tax matters related to specialized 
industries was gained, for the most part, through on-the-job experience working under 
a case manager who had worked in that industry for some period of time. Case 
managers for an industry participated in a yearly workshop sponsored by Special Audit. 
The Annual Training Plan for 1985-86 calls for the introduction of more formal training in 
these areas. 


12.2.3 On-the-Job Training 


On-the-job training was an important method of providing training, yet little was 
known about its quality or effectiveness. CCD planned to introduce more pre- and 
post-course testing, in an effort to improve its evaluation of on-the-job training, and was 
recruiting an educational specialist for this purpose. This form of training is among the 
most difficult to monitor and control, but in many ways it is the most powerful and, as 
CCD recognized, merits substantial attention. 


12.2.4 Quality of Training 


To evaluate the quality of technical instruction, we reviewed several courses in 
some detail. In all cases, the courses appeared to be developed and designed in 
accordance with tested principles of adult education. 
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12.2.5. Amount of Training Received 


Questions concerning the amount of training received by department staff have 
been raised in a number of instances. For example, the Progressive Conservative Task 
Force on Revenue Canada found “...that audit and assessing staff are insufficiently 
trained” and recommended that the Department “improve staff training”. In addition, 
many of those who submitted briefs to us challenged the adequacy of current staff 
knowledge and skills. 


In the absence of a comprehensive needs analysis, neither we nor the Depart- 
ment could evaluate, with any degree of certainty, whether staff received enough 
training to meet their particular needs. As another form of evaluation, we turned to an 
external standard of comparison. We compared the training available to the Depart- 
ment’s audit group with that provided to staff within several major public accounting 
firms. 


Although the results of such a comparison must be considered highly tentative, 
they suggested that the Department had available (at least for its audit group) an 
amount of training comparable to that offered by large public accounting firms. Howev- 
er, training for audit and tax staff with accounting firms is largely mandatory and, 
therefore, the amount and type of training received within a firm is consistent. Within 
Revenue Canada, Taxation, technical training provided by CCD was not mandatory. 
However, plans for Audit and for Verification and Collections in 1985/86 include 
extensive mandatory training. 


As a final source of information concerning the amount of training that depart- 
ment staff received, we turned to the results of the employee survey conducted by 
Dimension Consultants (See Exhibits 12.1 to 12.4). The results of this study suggested 
that, on the whole, staff perceived a need for more training. 


The perceptions of staff and of the public, comparisons across offices and 
comparisons with public accounting firms underscore the importance of conducting a 
comprehensive analysis of training needs to establish an appropriate framework within 
which to determine the amount, type and frequency of training which the Department’ s 
staff require. 


12.3. FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


The Department has taken several steps to respond to our suggestions. For 
example, additional courses have been added, a major project is underway to revise 
and update the Department's training policies, and training coordinators have been 
assigned to each District Office. In addition, all our recommendations (which were 
discussed with the Department in the Fall of 1984) have now been addressed in the 
Department's Annual Training Plan for 1985-86 (see Appendix D). 
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How often within your current position do you receive training designed to upgrade/update your skill/knowledge 
level? 


% of Respondents 


Frequency Total Appeals Audit Collection Assessing Taxroll Other 


At least once every 
6 months 11 5 7 11 11 23 12 


Once every 6 months — 
1 year 18 ike! 21 12 22 16 We 


Once every 1-2 years 21 18 31 16 20 16 W7/ 


At intervals greater 
than 2 years 13 14 18 14 10 5 ala 


Never receive skill 
updating 33 48 21 41 34 34 40 


How often within your current position should you receive training designed to upgrade/update your skill/ 
knowledge level? 


% of Respondents 
Frequency Total Appeals Audit Collection Assessing Taxroll Other 


At least once every 
6 months 44 42 46 35 52 BS: 36 


Once every 6 months — 
1 year 34 37 35 36 34 23 35 


Once every 1-2 years 116) 16 iis 21 10 12 17 


At intervals greater 
than 2 years 2 3 it iz 1 = 3 


Never receive skill 
updating 2 1 1 2 1 3 3 
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During the last 12 months, 


Number of Days 


‘ None 
1-5 
5-10 
10-20 
More than 20 


Total 


Appeals 


35 
47 
12 

5 


how many working days have you spent in training sessions? 


% of Respondents 


Audit Collection Assessing Taxroll 
16 33 19 21 
52 36 41 51 
20 18 20 14 

9 9 12 8 
2 5 u 6 
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How long after beginning your current position did you receive training relating to this pgsition? 


Received Training 


Immediately 

Within one month 
Within 2-3 months 
Within 4-6 months 
Within 7-12 months 
More than 1 full year 
Never received training 


Total 


38 
10 
8 


6 
9g 
17 


Appeals 


49 


NMM FW 


33 


% of Respondents 


Audit Collection Assessing Taxroll 
30 32 47 38 
9 11 10 WE 
10 12 6 7 
9 12 6 if 
9 v4 4 6 
12 9 6 7 
18 11 Wy 12 


Other 


40 
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Implementation of each of the recommendations outlined below is either under- 
way or planned for 1985-86. 


12.3.1 FINDING: THE CENTRE FOR CAREER DEVELOPMENT HAD 
NOT BEEN GIVEN SUFFICIENT CONTROL OVER TRAINING 
AND EDUCATION ACTIVITIES 

Background 


When we commenced our study, the Department was without adequate and 
up-to-date policies with respect to training. CCD had not been given a mandate with 
primary responsibility for the identification and analysis of training needs, or for monitor- 
ing and controlling the delivery of training. Further, the Department had no specified 
requirements for mandatory training and no adequate alternative control mechanisms 
to ensure that staff received the training they required. 


Revenue Canada, Taxation Action 


Training policies have been revised to provide CCD with clear responsibility for 
the identification and analysis of training needs and for monitoring and controlling the 
delivery of training. 


12.3.2 FINDING: THE DEPARTMENT COULD NOT BE SURE THAT 
ITS STAFF WERE RECEIVING ADEQUATE TRAINING 
Background 


Many of those we heard from during the course of our study reported apparent 
gaps in staff knowledge and skills. Many of the briefs we received commented on lack of 
skill among audit staff. 


The Department had no adequate definition or validation of curricula for its 
various jobs; it did not have mandatory training requirements and did not maintain 
sufficiently complete and consistent training records. In addition, staff reported the 
need for more training. Based on these findings and our comparisons with public 
accounting firms, we concluded that the amount of training taken by Revenue Canada, 
Taxation staff was questionable at best and needed to be further investigated and 
better controlled. 


In addition to the in-house courses provided to Revenue Canada, Taxation staff, 
there are numerous external courses available, such as the CICA In-Depth Tax 
Course. In addition to the direct educational benefit, this type of course would afford an 
opportunity for department personnel to mix with tax professionals in the private sector. 


Currently, an executive interchange arrangement exists whereby tax practition- 
ers can spend a year, or two if they wish, working in the Department, generally with one 
of the Rulings Directorates. However, Revenue Canada, Taxation staff do not leave the 
Department to work with accounting or legal firms. 


Revenue Canada, Taxation Action 


In 1985/86, substantially increased resources are being applied to upgrade, 
broaden and expand staff knowledge and skills. Departmental personnel devoted to 
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training are being increased by over 80 percent and expenditures by 53 percent. Audit 
as well as Verification and Collections are expanding their training programs substan- 
tially, including mandatory training for district office staff. 


Recommendations 


e@ The Department should introduce further measures to assure itself that staff are 
receiving adequate and appropriate training. At a minimum, training specialists 
should be assigned to each District Office, Taxation Centre and head office 
functional group. Responsibilities should include monitoring of curriculum de- 
sign and course assignment, maintenance of training records, identification of 
training needs and evaluation of all training. Given the significance of these 
positions, we suggest that they be staffed with senior level training specialists. 


@ The use of external courses by Revenue Canada, Taxation personnel should be 
increased. 


@ Anexecutive interchange system should be implemented whereby department 
staff are able to gain experience working with accounting firms on a one year 
basis. 


12.3.3 FINDING: TRAINING PROGRAMS WERE SOUND, BUT DID 
NOT ALWAYS REFLECT CURRENT LEGISLATION AND 
POLICY 


Background 


We examined, in some detail, the course material available within the Depart- 
ment and the various development and delivery activities associated with these. For the 
most part, we found that CCD, within the limits of its current budget and authority, 
conducted its affairs in a professional and responsible fashion. CCD staff shared many 
of the concerns we identified and, in most cases, were acting to resolve these. 


CCD was frequently unable to deliver annual updates to the field on a timely 
basis. No formal mechanism existed to provide CCD with advance information on 
changes in legislation and administrative policy. For on-going courses, delays in 
receiving information on changes posed serious difficulties. Given its large catalogue of 
offerings, CCD had insufficient time for course revisions, and participants were often 
instructed using the prior year’s forms and materials. 


Revenue Canada, Taxation Action 

CCD is exploring alternatives (e.g., computer-assisted instruction) which should 
substantially increase the speed with which revisions to courses are disseminated. In 
addition, the anticipated increase in person years allocated to CCD for 1985-86 should 
assist CCD in responding to training requirements on a more timely basis. 


Recommendation | 
@ CCD should identify and implement strategies for improving the effectiveness 
and efficiency with which staff are given training on changes in tax legislation and 
administrative policy by ensuring that these changes are reflected in course 
content as quickly as possible. 
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12.3.4 FINDING: RELATIVELY LITTLE TRAINING IN 
NON-TECHNICAL SUBJECT MATTER WAS AVAILABLE 
Background 


The new Mandate and Operational Principles for Revenue Canada, Taxation 
stresses the Department’s dual responsibilities of enforcement and service to the 
taxpayer. A review of the Department's courses shows the strong emphasis the 
Department placed on technical training. 


It would appear, from the comments we received, that CCD’s practice of weaving 
service considerations into technical subject matter was not sufficient to meet staff 
training needs. Further, the employee survey findings confirm that staff themselves 
perceived a need for greater training in interpersonal skills. 


In summary, there was relatively little training available for employees which 
focussed specifically on the development of service-related and/or interpersonal skills 
to the exclusion of technical topics. While some supervisory and management training 
was available, this had not been integrated with service requirements, nor was it 
perceived as sufficient. 


Recommendations 
@ The Department should ensure that all managers and supervisors participate in 
existing management and supervisory courses. 
e As part of aneeds analysis, the Department should assess the requirement for 
more frequent and in-depth training to meet service-related knowledge and skill 
requirements. 
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CHAPTER 13: 
DATA PROCESSING 


13.1 INTRODUCTION 


Revenue Canada, Taxation is one of the most extensive users of electronic data 
processing in the Federal Government. The computer equipment and systems are 
employed for two major purposes: first, to process tax returns; and, second, to produce 
an array of internal management and statistical reports to assist in the management of 
the Department. In addition, information is provided to other bodies e.g., provinces, 
Statistics Canada and other federal departments. 


This chapter deals with the computer-based systems which are used to process 
11 and T2 tax returns. It also describes the increasing number of support systems that 
make computer-stored information quickly accessible by the District Offices. The 
chapter on Management Information Systems comments on the computer-based 
internal management information systems. 


Although the Systems Directorate has responsibility for the technical design of 
the computer systems, i.e., how the computer is to carry out a particular function, the 
responsibility for the specification of the function belongs to various divisions in the 
Department. 


In our review, we devoted the major portion of our time to the T1 computer system 
and its sub-systems, although brief comment is also included on the T2 system. 


The Department's computer systems are in a period of transition. Dramatic 
improvements have already taken place in implementing long-range plans with the 
installation of on-line data entry, verification and correction systems. These have 
significantly improved the speed and efficiency of the front-end of the T1 processing 
system. Similarly, major improvements have been made to the on-line enquiry sub- 
system which will make available an increasing volume of detailed T1 information to the 
District Offices. Finally, the present batch-oriented assessing system, which produces 
the assessment notices and refunds, is old. At the time we commenced our study, the 
system was scheduled to be replaced in 1986; by February, 1985 the date of imple- 
mentation had changed to 1987. 


The present computer system processes T1 returns with reasonable speed. 
Under normal circumstances, the Department receives few complaints from taxpayers 
about the time taken to process returns and produce assessment notices and refund 
cheques. 
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13.2 DESCRIPTION OF T1 COMPUTER SYSTEM 


The T1 system is made up of several sub-systems, involving several hundred 
computer programs. The system consists of three major sub-systems: on-line data 
entry; assessing; and on-line enquiry. 


13.2.1 On-line Data Entry Sub-system 


The data entry, or front-end of the system, uses terminals installed in the 
Taxation Centres which are connected on-line to the Department's central computer 
facility in Ottawa. This sub-system permits the quick identification of the returns of 
taxpayers who have not used the pre-labelled forms, by referring to an on-line taxpayer 
file (called TAXADD) containing a limited amount of key information. It also provides for 
the entry of the detailed information included in the T1 return. 


13.2.2 Assessing Sub-system 


This system operates in a batch mode, processing about 700,000 to 800,000 
returns ina batch. As a first step in assessment processing, itis necessary to extract the 
relevant taxpayer information from the extremely large taxpayer file (TAPMA) and, 
similarly, to extract installment payment and other accounting data from the accounting 
and collection master file (called CINDAC). 


With the appropriate taxpayer data selected, the major assessment run is carried 
out, ultimately producing assessment notices, refund data (to permit Supply and 
Services Canada to prepare the cheques) and error correction reports. 


The assessing sub-system is currently being redesigned. As of February, 1985, 
the replacement date had been deferred from 1986 to 1987. 


13.2.3 On-line Enquiry Sub-system 


A limited amount of information with respect to such things as total assessment, 
refunds, installment payments, and amounts owing has been available on-line to the 
District Offices since 1973, through the RAPID system. 


Since 1981, the Department has initiated several projects and developed a 
number of new systems to make an increasing amount of information available on an 
on-line basis. These changes will have a dramatic effect on service to the taxpayer. At 
the same time, the new on-line information will increase the efficiency of the District 
Offices and will reduce the current cost and delays involved in transferring tax returns 
from Taxation Centres to District Offices. 


The expansion of the on-line enquiry capability, which became possible with the 
installation of additional terminals in 1984, should substantially improve the timeliness 
with which the District Offices can respond to taxpayer enquiries in 1985 and beyond. 


13.2.4 Other T1 Related Systems 


For the sake of brevity, we have not referred to a large number of other systems 
fundamental to the operation of the T1 processing system. Some of these systems 
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have been updated recently, while others are old and scheduled for redesign. Their age 
notwithstanding, they did not appear to be having an unfavourable impact on the overall 
processing of T1 returns. 


13.3 T1 PROCESSING 1983 AND 1984 


When we carried out our initial review of the computer systems in February 1984, 
we were concerned about their performance the previous year. Clearly there had been 
major delays in processing, and this undoubtedly had seriously damaged the public 
image of the Department. 


The 1983 processing difficulties appeared to result from three factors. First, the 
legislative changes to the Income Tax Act were not finalized until late in 1982 (the 
amending bill was not passed into law until March 1983), which left inadequate time to 
change the existing systems and fully test them before starting up 1983 processing. 
Since there is a direct relationship between the issuing of refunds and the preparation of 
assessment notices, this delay had a dramatic impact on the speed with which tax- 
payers received refunds. 


The second major contributing factor to the 1983 processing difficulties, resulting 
in part from the operating problems described above, was the lack of sufficient compu- 
ter processing capacity to quickly recover from the effects of these problems. 


The third factor affecting 1983 was the implementation of the first phase of a 
redesigned T1 processing system which, even under ideal circumstances, would have 
entailed a delay of a minimum of two weeks to the commencement of processing. 


While tax processing performance in 1983 was poor, it was clear from our 
discussions in February 1984 that there was litile probability that these problems would 
recur in 1984. In fact, processing in 1984 proceeded smoothly. 

The introduction of the on-line Income and Deduction file should be a major step 
in increasing the ability of the District Offices to provide an improved level of serviceto 
taxpayers. 


The Department is currently experimenting with microfilming Category 0 tax 
returns (Salaried taxpayers with limited investment income). Not only could the use of 
microfilm have a significant impact on service to taxpayers, but it could also have an 
equally significant impact on the efficiency with which the Department files, stores and 
accesses the original tax returns. 


13.4 SECURITY AND ACCESS TO COMPUTER DATA 


Our terms of reference did not include carrying out a detailed review of the 
system of internal controls used in conjunction with the computer systems, the security 
measures taken to protect the confidentiality of taxpayer data in the computer systems, 
or the contingency plans of the Department, should the Department's central computer 
facility be out of operation for a prolonged period. However, we did discuss in general 
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terms the subject of security with Systems and with the Security Program Group of the 
Management Services Branch. 


The introduction of the on-line Income and Deduction file dramatically increased 
the volume and level of detail of taxpayer information accessible through on-line 
terminals. This ease of accessing the on-line information, in itself, has increased the 
need for a higher level of security. The RCMP periodically reviews the security mea- 
sures of the Department. It did so in 1975 and 1979, but has not done so since the 
Income and Deduction file was introduced. The next RCMP review is scheduled for 
1985. 


The Department has reviewed security practices and adopted new guidelines 
appropriate to the present systems. New passwords have been issued and staff trained 
in the software security systems. 


13.5 T2 COMPUTER SYSTEM 


The present system is old and does not reflect many of the up-to-date character- 
istics of the present T1 processing system. At the time of our study, a new T2 
processing system was scheduled for installation in 1988. 


There have been relatively fewer complaints about the T2 computer system and 
its timeliness, probably because of the proportionately fewer number of refunds in- 
volved in T2 processing. We agree with the Department that, in the short term, the 
redesign of the T1 system should be given higher priority in the allocation of resources. 


13.6 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


13.6.1 FINDING: LATE PASSAGE OF TAX LEGISLATION CAN 
HAVE A SEVERE IMPACT ON SERVICE TO THE TAXPAYER 
Background 


The processing performance in 1983 clearly illustrated the severe impact that 
late passage of tax legislation can have on service to taxpayers (i.e., late assessment 
notices and refunds). When budgets are passed late in the year, Systems may not have 
adequate time to make and test the required changes to the T1 system prior to the 
commencement of processing. 


Recommendations 


@ To provide the necessary communication links, a senior member of the Depart- 
ment, Knowledgeable in the design of the present T1 processing system, should 
be an advisor to the Assistant Deputy Minister, Tax Policy in the Department of 
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Finance. This person should provide advice regarding the time necessary to 
implement current year tax changes, so that Revenue Canada, Taxation’s ability 
to process most tax returns on an accurate and timely basis is not jeopardized. 


@ To reduce the potential impact of delayed tax legislation, Revenue Canada, 
Taxation should accelerate the planned improvements in the assessing system, 
which will cut down on the lead time necessary for annual computer program 
redesign. 


13.6.2 FINDING: SERVICE TO THE TAXPAYER WOULD BE 
IMPROVED IF THE USE OF TECHNOLOGY WERE 
ACCELERATED 

Background 


The Department recognized the scope for improving the level of service to 
taxpayers, particularly in the timely response to taxpayer questions and enquiries; 
projects were underway to enable field offices to improve taxpayer service. 


Recommendation 


@ Continued emphasis should be given to designing and implementing, as quickly 
as possible, computer-based systems that exploit available technology and 
which will significantly improve service to the taxpayer. 


13.6.3 FINDING: SECURITY GUIDELINES HAD NOT BEEN 
REASSESSED IN THE LIGHT OF TAXPAYER DATA 
RETAINED IN EASILY ACCESSIBLE ON-LINE FILES 

Background 


Prior to 1984, access to on-line (RAPID) computer files was controlled through 
the physical security of the computer terminals. When we began our study, the 
Department had not published updated security guidelines specifically Sle forthe 
on-line Income and Deduction file. 


Revenue Canada, Taxation Action 


New security guidelines using a software security system now have been de- 
veloped for the on-line Income and Deduction file. Staff have been trained in the new 
system and have been issued passwords. 


Recommendation 


e Appropriate security reviews and measures should accompany the design, 
redesign and implementation of all computer systems. 
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CHAPTER 14: 
MANAGEMENT INFORMATION 
SYSTEMS 


14.1. INTRODUCTION 


For any large organization to function efficiently and effectively in accordance 
with its statement of mission, it requires one or more management information systems. 
These management information systems must be able to measure the output of key - 
activities for the managers concerned. In addition, they must supply reports to mana- 
gers at all levels of the organization, with the appropriate amount of detail for each 
manager to assess whether the activities for which he or she is accountable are 
proceeding according to plan. 


Management information systems used in the Department can be divided into 
two related categories. First, there are production systems, which are of primary 
importance to the Department, and which are designed to monitor and control the 
processing of all taxpayer returns and related information. Second, the Department has 
a number of administrative systems which provide information to assist in the manage- 
ment of day-to-day activities, such as planning and controlling the use of human 
resources. Together these systems provide information for management to control 
resource use and measure the effectiveness of operations. 


This chapter is concerned with administrative systems. Our review was directed 

“primarily at those aspects of the Department's management information systems which 

have direct impact on the level and quality of service to the taxpayerand on equality of 
treatment among taxpayers. : 


Our first step in defining the Department's management information require- 
ments was to determine how each system was used and what reports were produced 
by that system. Having done so, we considered whether enhancements, deletions or 
new systems could better provide the information needed by managers to perform their 
job functions. Our specific findings and recommendations in that regard are detailed in 
the second half of this chapter. 


14.2 DESCRIPTION OF SYSTEMS 


The Department's plan of organization consists of four major components Head 
Office, Regional Offices, District Offices and Taxation Centres. Management within 
each of these organizational components has a need for, and is provided with, different 
types and amounts of information. 
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14.2.1 Taxation Centres 


Managers in the Taxation Centres receive a wide variety of management in- 
formation, including reports on: 


— staff utilization; 

— number and quality of taxpayer returns assessed (T1’s only); 

— number and reasons for errors in the assessing process; 

— those returns selected for further manual processing because of their comple- 
xity; 

— all T1 individual late-filers; 

— discontinued actions; and 

— production and error reports on the processing of T1 returns. 


14.2.2 District Offices 
Reports received by managers in the District Offices include: 
— staff utilization; 
— T1 accounts receivable and installment credits: 
— corporate (T2) accounts receivable and installment credits; 


— employer payroll deductions for Canada Pension Plan, Unemployment Insur- 
ance and Income Tax; 


— income deductions, T4 information and identification data; 
— the results of test audits; 

— status of audit case loads; 

— audit results by income range; 

— analyses of audits and quality of work; 

— appeals received, in total and by section; 

— appeals currently under litigation; and 

— final disposal of appeals. 


14.2.3 Regional Offices 


During the peak tax return processing period, the regional Assistant Deputy 
Minister receives weekly reports of processing activity from the Taxation Centres. 
These are used to identify any potential processing problems at the Centres. 


14.2.4 Head Office 


Each functional head reporting to an Assistant Deputy Minister receives, on a 
quarterly basis, statistical information by District Office and summarized nationally. 
This information includes statistics on productivity, time utilization and income changes 
by category of taxpayer. 


14.2.5 Administrative Information Systems 


In addition to the management information systems, which are based on data 
extracted from the tax return processing system and from the master files associated 
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with that system, there are a number of administrative information systems used by 
management. These systems, which are described in the chapter on Management 
Information Systems in our detailed report, are as follows: 


— Time Production Systems; 

— Audit Information Management System; 

— Personnel Management System; 

— Resource Management System; and 

— Attendance, Leave, Overtime, Shift Work System. 


14.3. FINDINGS AND RECOMMENDATIONS 


In this section we set out our findings identified during the course of carrying out — 
this study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings, and our suggestions for further improve- 
ment, where appropriate. 


14.3.1 FINDING: INFORMATION NEEDED BY MANAGERS TO MEET 
THE DEPARTMENT’S MISSION WAS NOT ADEQUATE 
Background 


Many of the Department's problems have resulted from the lack of clear sus- 
tained direction from senior management in the development of management informa- 
tion systems. Senior management did not appear to have committed sufficient time or 
assigned sufficient priority to the development of systems designed specifically to meet 
their own needs. 


As a result of the Department’s new mission statement discussed in earlier 
Chapters, management information systems will need to be reviewed to assist the 
Department to meet its mission. The next step for the Department isto define, at each 
level of management, the information required by managers to undertake the tasks for 
which they are accountable. 


Recommendations 


e A major detailed review of the Department's management information needs 
should be undertaken. 


@ The Department should refine the information provided to managers to enable 
them to properly discharge the tasks for which they are accountable. 


14.3.2 FINDING: A NUMBER OF REPORTS WHICH WERE NOT 
BEING USED OR WERE OF LIMITED USE WERE STILL 
BEING PRODUCED 

Background 


Our review of individual functional areas indicated that a number of reports were 
being produced, distributed and retained by managers who did not use them. 
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Thus, managers were receiving an excess of paper. In addition, scarce re- 
sources and processing time were being wasted. An internal study conducted several 
years ago indicated that 40 percent of all reports were not required or were not useful in 
their current form. Clearly, eliminating such reports or improving their usefulness would 
result in significant savings. 


Recommendation 


@ The periodic review of the use of all management reports produced by the 
management information system should be reinforced. 


14.3.3. FINDING: EXCEPTION REPORTING WAS SELDOM USED 
Background 


In all the systems we reviewed, with two exceptions, we found that the reports 
produced a listing of all data. As a result, managers at all levels received a significant 
volume of data, all of which they had to review to identify those areas requiring 
corrective action or further review. 


Recommendation 


@ All major systems redesigns undertaken by the Department should include a 
review of the feasibility of exception reporting. The potential for exception 
reporting should be identified at all levels of management in a user study. 


14.3.4 FINDING: STAFF HAD NOT RECEIVED ADEQUATE 
TRAINING IN THE USE OF INFORMATION SYSTEMS AND 
REPORTS 

Background 


Formal staff training courses did not always include material related to the use of 
existing information systems and the reports that were produced. 


Recommendation 


e@ The adequacy of informal training provided on-the-job should be reviewed to 
ensure that it includes instruction on the use of information systems and reports 
and that actual use is in accordance with expected use. Where required, formal 
training should be provided on the use of information provided by the systems. 


14.3.5 FINDING: MANY OF THE REPORTS FROM THE 
DELINQUENT TAXPAYER REPORTING SYSTEM WERE NOT 
USED 

Background 


The DELPAC system is designed to control requests to delinquent taxpayers to 
file current and prior year returns. Of the seven DELPAC reports provided by the 
system, few were used. Nevertheless, all of the reports were received from Ottawa, 
filed and retained, creating unnecessary work for staff. 
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Recommendation 


e@ The distribution of DELPAC system reports should be reviewed by the head 
office Taxroll Division to determine which of the reports are not needed by 
taxation centre managers. 


14.3.6 FINDING: INFORMATION SUPPLIED TO SENIOR 
MANAGEMENT DID NOT PROVIDE SUFFICIENT DETAIL TO 
MONITOR ADEQUATELY THE AGE OF RECEIVABLES 


The reports produced by the Department’s accounts receivable system and 
Receivables Inventory Management System (RIMS), provided information on the 
amount of receivables collected during a given period of time. The amount of receiv- 
ables collected (production) was the difference between the opening receivables 
balance, plus receivables entered into the system during the period less the closing 
balance. This calculation included, in part, current intake and, in part, opening inven- 
tory. As a result, it may have appeared that the older accounts were being cleared. 


The Department's information system provided monthly data to managers in 
head office functional groups and in District Offices on those accounts outstanding for a 
period of less than one year, one to two years and over two years; further details were 
available by status, amount and age. However, if management required a finer analysis 
of account by age, more detailed reports on an account-by-account basis had to be 
analyzed. As a result, it was difficult for senior management to monitor and control the 
effectiveness of the collection activities at the District Office. 


Recommendation 
e@ The Department should develop an improved system for aging accounts for 
collection and provide senior management with a more appropriate aging of 

receivables. 


14.3.7. FINDING: MUCH OF THE INFORMATION IN RECEIVABLES 
REPORTS WAS NOT BEING USED BY THE MANAGERS ~ 
CONCERNED 


Background 


Our review and discussions with district office management indicated that only 
six of the forty monthly reports from various systems related to the control of receiv- 
ables were used on any regular basis. 


In each of the District Offices visited, a number of independent local systems had 
been developed, either on a manual basis or automated on micro-computer. Individual- 
ly-developed systems used by local managers did not provide assurance to senior 
management that policy and procedures were being applied on a consistent basis. 


Certain reports were ignored because of numerous and frequent inconsistencies 
between the reported amounts in different systems. We understand from our discus- 
sions with management that this problem occurred due to the existence of different 
processing cut-off dates between systems. 
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Recommendation 


@ The Policy and Systems Branch should review the use of reports used in 
controlling receivables to ensure that more meaningful information is provided to 
managers and to ensure adherence to national collections policy. 


14.3.8 FINDING: REPORTS OF ACCOUNTS UNDER COLLECTION 
WERE NOT PROVIDED TO SUPERVISORY PERSONNEL 
BELOW THE SECTION LEVEL 

Background 


District Offices are organized in a hierarchical manner with the lowest level being 
a unit. A collection of units is a group and a collection of groups is a work section. 


It is important, in the management and control of work, that sufficiently detailed 
information be provided to managers at the lowest level. We found, however, that the 
three major systems used by Verification and Collections (CINDAC, PAYDAC and 
CORPAC) provided data only down to the work section level. 


Recommendation 


e@ National and local systems, used by Verification and Collections, should be 
revised, as required, to provide appropriate information down to the unit and 
group level as well as to the work section level. 


14.3.9 FINDING: VARIATIONS IN LOCAL SYSTEMS FOR 
MONITORING APPEALS MADE IT DIFFICULT TO ENSURE 
THAT APPEALS POLICIES WERE BEING APPLIED 
CONSISTENTLY 

Background 


In the absence of a national system to monitor and control appeals activities, 
each District Office had developed a local system. In some cases, the monitoring 
systems were manual and in other cases the systems were computer-based (using 
microcomputers or word processors). 


As a result of the numerous local systems, senior departmental management 
were unable to ensure that the Department's appeals policies were being applied 
consistently across Canada. 


Revenue Canada, Taxation Action 


A computerized system has been developed for district office use which will 
provide senior management with some assurance that appeals policies are being 
applied consistently in all District Offices. These steps should be incorporated in the 


appeals information system, scheduled for implementation in 1985. 
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CHAPTER 15: 
ROUTINE ASSESSING ACTIVITIES 


15.1 INTRODUCTION 


S.152(1) of the Income Tax Act states “the Minister shall, with all due dispatch, 
examine a taxpayer's return of income for a taxation year.” This chapter deals with the 
routine assessing activities which constitute the initial examination of a taxpayer's 
return and which lead up to and include the issuance of the Notice of Assessment after 
the taxpayer’s return has been processed. The activities included in the assessment 
process are: 

— installment accounting; and 
— basic processing of tax returns 
— Personal T1 Return 


— Corporation T2 Return. 


Processing of returns takes place in the seven Taxation Centres across the 
country, prior to final computer processing at the Data Centre in Ottawa. These 
Taxation Centres send out Notices of Assessment to taxpayers and forward requests to 
Supply and Services Canada to issue refund cheques. 


Essentially the Taxation Centres are processing plants for assessing tax returns 
in accordance with policies and procedures developed by Head Office. Taxation centre 
staff also answer taxpayers’ letters of enquiry and handle all correspondence pertain- 
ing to the filing of returns and to assessment notices. : 


15.2 DESCRIPTION OF SYSTEMS 


15.2.1 Processing Of T1 Personal Income Tax Returns 


The processing of personal income tax returns at Taxation Centres can be 
segregated into the following major activities: 


— initial processing and classification, 
— assessing; 

— data conversion; and 

— error correction. 


Exhibit 15.1 illustrates the flow of T1 returns through the system. Each year, 
Revenue Canada, Taxation processes approximately 15 million tax returns in seven 
Taxation Centres, using what is known as the T1 “pipeline”. The Department uses this 
term to describe the entire production process, within a Taxation Centre, for handling 
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taxpayers’ returns from initial receipt through assessment, updating of computer files, 
and filing of all documents. The processing time for returns varies depending on the 
complexity of the tax return, the point in time at which the tax return is received, and the 
accuracy with which the taxpayer has completed the tax return. 


15.2.1.1 Initial Processing and Classification 


As the T1 returns are received by Taxation Centres, the enclosures and attach- 
ments are reviewed to ensure that they are in the prescribed order to facilitate pro- 
cessing in Initial Assessing and conversion of data to computer format. Any returns with 
remittances are sent to Cash Accounting for processing and then are routed to 
Assessing. 


15.2.1.2 Assessing 


After leaving the Mail Room or Cash Accounting, the T1 returns go to an . 
Assessing Selection Group where they are sorted according to complexity and dis- 
tributed to various groups in the Assessing Division for processing. 


At this point in the pipeline, approximately 55 percent of all T1 tax returns are 
classified as “on profile” returns. These are simple, straightforward income tax returns 
such as the T1 Specials that include employment earnings and minimal investment 
income, as well as a claim for property tax credits and child tax credits. Those returns 
which are not on profile returns are referred to as “off profile”. On profile returns are not 
reviewed by assessment clerks and go directly to sorting and numbering for pro- 
cessing. 


Those returns which are off profile are reviewed by assessing clerks who follow 
procedures and algorithms outlined in the Tax Assessing Manual. Based on instruc- 
tions in the Manual, an assessing clerk will: 


— allow a deduction; 

— disallow a deduction; 

— make changes to the tax return to comply with the information submitted; 
— correct a tax return for wrong entries; 

— refer the return to a unit or group head for decision; or 


refer a return to the Taxpayer Contact Group. 


15.2.1.3 Data Conversion 


The three major functions carried out at the data conversion stage are sorting, 
numbering and direct data entry. Sorting puts the returns into T1 general and T1 special 
groupings, and then into changed or unchanged address labels. In numbering, locator 
number labels are affixed to the returns. These labels allow returns to be traced within 
the pipeline and ensure that all returns received at this point are processed. At direct 
data entry, tax returns are keyed into the computer. 


15.2.1.4 Error Correction 

Once data conversion has been completed, on-line error correction is performed. 
The computer is programmed to perform a number of checks and calculations to 
ensure that taxpayers have completed returns correctly. 
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Once all errors have been corrected on the returns, they are released for 
processing through the assessing system. During this processing run, tax returns are 
matched with taxpayers’ files and the computer performs a number of additional 
verifications. The returns are assessed either as clean (i.e., no errors) or are rejected 
for correction by the down-line Error Correction Group where errors are corrected 
manually. 


With the exception of cancellations, all errors are corrected manually down-line 
by following instructions in the Tax Assessing Manual. Only the corrected information is 
sent back to Data Conversion for re-entry on a priority basis. The work of both the 
on-line and down-line error correction clerks is reviewed by a Quality Control Group 
within the Division. Due to the more complicated nature of the down-line tasks, the 
review rate used is generally higher than that used for on-line. 


After the returns have been assessed as clean, data labels are affixed to the 
returns. The returns are sent to Taxroll within the Taxation Centre for filing. Refund 
cheques and the related Notices of Assessment are sent out by the Department of 
Supply and Service; all other Notices of Assessment are sent out by the Computer 
Services Division of the Department. 


15.2.2 Installment Accounting 


An account is opened for each taxpayer who is required to make quarterly 
installments. A computerized system accounts separately for arrears, current year 
installments and unassessed prior year installments. When reporting account balances 
to taxpayers, however, the system aggregates the installment payments for all un- 
assessed years and reports the assessed years and related adjustments separately. 


15.2.3. Processing Of T2 Corporation Income Tax Returns 


There are some 600,000 T2 returns, of which 500,000 involve income of less 
than $2.2 million. All T2 returns are processed at the Ottawa Taxation Centre, which 
receives returns from Ontario corporations through the mail. Returns from corporations 
in other provinces are first reviewed by other Taxation Centres and then sent to the 
Ottawa Taxation Centre for computer processing. The major activities in processing a 
T2 return are: 


— initial processing and classification; 
— assessing; 

— data conversion; and 

— error correction. 


15.2.3.1 Initial Processing and Classification 

At this point, T2 returns are sorted alphabetically into amended, duplicate, 
regular and payment-on-filing categories. Attachments are scanned and certain forms 
are removed and referred to the District Offices for follow-up. All returns are sent to the 
T2 Assessing Division, except those with remittances which are routed first to Cash 
Accounting. 
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15.2.3.2 Assessing 
Two major functions are performed by Assessing: 
— T2 identification (IDENT); and 
—  T2 initial assessing (IAS). 


At IDENT, the taxpayer identification area on the T2 form is reviewed for com- 
pleteness (name, address, account number, etc.). Returns are then sorted into nil, 
simple, complex and those requiring manual assessment. 


The following procedures, as specified in the Tax Assessing Manual, are used for 
all nil, simple and complex returns: 


— scan identification area; 

— verify non-financial information; 

— ensure all appropriate schedules are attached; 

— ensure balances from T2S schedules are carried forward correctly; 


— check small business deduction rate, manufacturing and processing calcula- 
tion and tax credits; and 


— verify other fields such as refundable dividend tax on hand, cumulative deduc- 
tion account, dividend refund and provincial tax. 


Additional instructions are provided in the Manual for those returns that have to 
be assessed manually (e.g., Crown corporations). 


15.2.3.3 Data Conversion 


Data conversion clerks key in the. information from the returns and related 
schedules but perform no assessment function. A second group of keypunchers repeat 
the same function and key in the tax return for a second time. Discrepancies are 
highlighted and the errors must be corrected immediately. Keyed and verified returns 
are processed by Computer Services. 


15.2.3.4 Error Correction . 
The Error Correction Section consists of two Groups, Control and Inspection. 


Control receives a selection list from Computer Services indicating whether the 
T2s have been processed clean, are in error, have been cancelled or need to be 
recycled. All clean processed returns (i.e., no errors) are matched to the attached 
assessment information labels. Returns are sent to Taxroll and the assessment notice 
is mailed to the corporation. Error returns are matched to error printouts. Errors are 
identified by codes and the Tax Assessing Manual provides the necessary instructions 
to correct the errors. 


The corporation computer program (CORPAC) assesses each return on a 
line-by-line basis. Once the program identifies a discrepancy between the T2 and the 
master file, or if an error is rejected by validity tests, an error message is produced and 
the program discontinues its assessment. The initial error must be corrected and the T2 
reprocessed. This process continues until the return is “clean”. A return may be 
processed three to five times before it has been cleanly processed. Correction proce- 
dures are provided by the Tax Assessing Manual and returns are reintroduced into the 
system in the same manner as error returns. 
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15.3 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


15.3.1 FINDING: THE OVERALL PIPELINE PROCESS NEEDED TO 
BE REVIEWED 
Background 


We found that the activities carried out at the Taxation Centres were accom- 
plished in a reasonably efficient manner, given the volume of returns processed in the 
short peak period. 


The Department has placed high priority on the processing of tax returns. 
Nevertheless, it is our understanding that the overall pipeline process has not been 
reviewed for a number of years despite interim improvements to a number of compo- 
nents. The improvements are the result of recommendations made in 1979 by the T1 
Redesign Committee. 


Revenue Canada, Taxation Action 


The redesigned T1 program will be implemented for the 1986 tax year returns to 
be processed in 1987. 


15.3.2 FINDING: PROCESSING OF RETURNS IN THE 
PRE-COMPUTER STAGES NEEDED TO BE ACCELERATED 
Background 


Inthe pre-computer processing stages, the number of returns processed initially 
lagged behind the number of returns taken in, thus allowing an inventory build up at 
each stage. The alternative would be to process all returns through the pre-computer 
stage as quickly as possible and allow a build up of inventory (if any) at the computer 
stage. This would ensure that the computer stage can optimize its throughput. It would 
also result in a reduction in the inventory in the system and hence reduce the average 
time for processing returns. 


For example, Exhibit 15.2., Graph 1 shows that production was scheduled to lag 
behind intake with a resultant build-up of inventory. Exhibits 15.3 and 15.4 further 
illustrate this point by showing the input and output of returns and resultant inventories 
at four stages of the pipeline process. Graph 1, Exhibit 15.3 represents processing of 
the return in the Mail Room. Graph 2 represents processing after the mail room and up 
to but not including sorting and numbering. Exhibit 15.4, Graph 1, illustrates processing 
from sorting and numbering to the point where a return is waiting for the Cycle. Graph 2 
represents the Cycle. 


Revenue Canada, Taxation has developed forecasting techniques that have 
been successful in predicting both the timing and the volume of tax returns to be 
received. Exhibits 15.5 and 15.6 show a comparison of planned intake of T1 returns to 
actual returns received. These exhibits cover the processing periods for 1981, 1982, 
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MAIL AND CASH ANALYSIS 
ALL CANADA — 1984 
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Graph 1 


DATA SERVICES PRODUCTION ANALYSIS 
ALL CANADA — 1984 
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ACTUAL AND PLANNED INTAKE 
OF T1 RETURNS 
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“Exhibit 15.6 
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1983 and 1984. They also indicate the capability to estimate the arrival times and 
amounts of workload to be handled. The ability to determine the number of returns 
available for processing assists in setting production levels that result in desired 
inventory levels. 


In our discussions with Revenue Canada, Taxation regarding the inventory 
build-up, they indicated that accelerating the processing of returns in the pre-computer 
processing stages could have the following negative consequences: 


— if inventory levels were reduced excessively, staffing patterns would be dis- 
rupted, creating potential lay-off situations which in turn could adversely affect 
an employee's decision to return year after year as a temporary employee. 


—  ifcomputer program flaws were not detected until after several quotas had been 
run, this could create a significant number of returns that would have to be 
reprocessed. 


In addition to the possible negative consequences noted above, Revenue Cana- 
da, Taxation also pointed out that a certain proportion of the inventory at any point in 
time is held up awaiting additional information or error correction, and hence should be 
recognized when trying to reduce inventory levels. 


Although these comments have merit, we concluded there was still room for 
improvement in the pre-computer processing stages, with a possible reduction in the 
average time required to process tax returns. 


Recommendations 


e To more closely match intake and reduce inventory levels, the training and 
staffing for all activities in the pre-computer processing stages cycle should be 
accelerated at the beginning of the tax season. This would necessitate the 
earlier preparation of training materials for both the asessing and data services 
personnel. 


e@ A study should be carried out to assess the extent to which inventory levels at 
various stages of processing could be reduced without causing processing units 
to run out of work. 


15.3.3 FINDING: THERE WAS UNUSED COMPUTER CAPACITY 
Background 


The Department’s computers are capable of processing 2.4 million returns 
bi-weekly. Our studies showed that there had been periods where there was capacity to 
process an additional 800,000 tax returns, see Exhibit 15.7. It was during these periods 
that there was a significant inventory build-up and a production lag in the assessing 
operations. 


Recommendation 


@ Production scheduling should be amended to ensure that there is a significant 
number of returns available for processing at all times. Any inventory build-up of 
returns should occur in computer processing awaiting the Cycle and not at 
earlier stages in the process at Taxation Centres. 
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15.3.4 FINDING: SOME TAXPAYERS WERE INAPPROPRIATELY 
SELECTED FOR PROFILE 
Background 


The profile selection procedure selects those T1 returns (on profile) for which 
minimal manual review is required. This screening of returns allows for the allocation of 
resources to more complex returns and a reduction in the time to process the on profile 
returns. 


From samples taken after all profile returns had been processed, it is estimated 
that ninety-seven percent of on profile returns require no changes to tax payable. 
However, the estimated three percent of on profile returns which should have been 
changed represent some 250,000 to 270,000 taxpayers each year. In the 1983 tax 
year, for example, it is estimated that up to 144,000 taxpayers should have had their 
taxes reduced an average of approximately $80, while it is estimated that another 
113,000 taxpayers should have paid, on average, a further $97. 


Revenue Canada, Taxation Action 


The Department initially expanded its review of on profile returns for the 1985 
processing year to reduce the number of inappropriate on profile taxpayers. Subse- 
quently the on profile component of return processing was cancelled. 


15.3.5 FINDING: ADJUSTMENTS WERE MADE TO TAXPAYERS’ 
RETURNS WITHOUT PRIOR CONTACT 
Background 


Since 1963, the Department has changed returns to reflect information filed or 
not filed, without contacting the taxpayer to ensure that the adjustment was appropri- 
ate. This arbitrary assessment policy and practice by the Department was one of the 
complaints mentioned in the briefs submitted to us by many business and professional 
associations. 


For 1983, changes were made to the Tax Assessing Manual in a number of areas 
which previously had been treated as arbitrary adjustments. Taxpayer contact is now 
required in these areas. However, a general statement of change in policy had not been 
made and personnel in the Taxation Centres indicated that there were still a number of 
instances where taxpayer contact should have, but did not, take place. 


Revenue Canada, Taxation Action 


The Department has identified 48 additional situations in which queries will be 
sent to taxpayers prior to assessments being made. 


Recommendation 


@ The Tax Assessing Manual should be revised to ensure that the new philosophy 
on taxpayer contact is followed consistently, that all contentious areas have 
been addressed and that the practice applies to all items that are material in 
nature. 
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15.3.6 FINDING: TAXPAYER ERROR IN FAVOUR OF THE 
DEPARTMENT WAS NOT ALWAYS CORRECTED 
Background 
We were informed there were occasions when taxpayers made errors in com- 
pleting their T1 returns which resulted in more than the correct amount of tax paid. 


Instructions in some parts of the Tax Assessing Manual required that the error be 
ignored. 


However, clear instructions did exist in other parts of the Manual which required 
certain types of errors to be corrected in either the taxpayer or the Department's favour. 


In a number of cases, staff did not consider it necessary to make the necessary 
adjustment to the return to reduce the amount of tax payable. At the same time, 
adjustments in the Department's favour were always made. 


Recommendation 


@ The Tax Assessing Manual should be revised to ensure that all errors are 
corrected regardless of whether the Department or the taxpayer benefits. 


15.3.7 FINDING: THE PROCEDURES FOLLOWED FOR REQUESTS 
FOR INFORMATION FROM TAXPAYERS NEEDED TO BE 
REVISED 

Background 


Preprinted forms are used to request additional information or clarification from 
taxpayers. The Department’s policy had been that taxpayers were given 15 days to 
comply, without specifying whether these were calendar days or business days. Since 
mid-1984, taxpayers have been given three weeks to reply. The policy in the Taxation 
Centres, however, is to hold requests for 35 calendar days before action is taken. It was 
suggested to us in many briefs that the time limit of 15 days was tdo short. 


Revenue Canada, Taxation Action 


The Minister of National Revenue has announced that taxpayers will now be given 30 
days to respond to requests for information. 


15.3.8 FINDING: THE PROCESSING STATUS OF A RETURN COULD 
NOT BE TRACED UNTIL THE END OF THE PIPELINE 
Background 


Tax returns could not be traced or located at a Taxation Centre until they had 
reached the assessing run. It usually took at least four weeks before returns could be 
found, so that any additional information which was sent in by taxpayers could not be 
associated with returns until after they had gone through the Cycle and had been 
rejected to down-line error correction. If taxpayers had refunds due to them and had 
sent in additional information, returns were treated as ‘error’ returns, thus adding 
additional weeks to the total processing time. 
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Revenue Canada, Taxation Action 

The Department has proposed an on-line special processing system that will 
allow both a field correction and an explanation code at the same time. In addition, the 
Department is planning to capture the fact that a return is in process where processing 
is held up due to an error or other problems. 


Recommendation 
e@ The sorting, numbering and data conversion activities at the beginning of the 
pipeline should be revised with a view to tracking all tax returns coming into the 
Centre and providing a more efficient intercept system. In addition, the computer 
could be used to sort the returns between on profile and off profile returns. 


15.3.9 FINDING: EXPLANATIONS OF INTEREST CHARGES AND 
CHANGES MADE TO TAX RETURNS WERE TOO GENERAL 
AND SOMETIMES UNINTELLIGIBLE 


Background 


Computer messages (assessment verses) printed on Notices of Assessment to 
explain changes made to taxpayers’ returns or charges for interest were often too 
general and sometimes unintelligible. Since these messages did not provide very much 
information, taxpayers found it very difficult to reconcile amounts that had been asses- 
sed with the amounts originally filed. 


These concerns appeared to be universal; virtually all business and professional 
associations that submitted briefs to us identified this area as a major complaint. 


At an early stage in our study, we recommended to the Deputy Minister that 
immediate steps be taken to revise the messages used. Subsequently, the Department 
established a task force which produced recommended changes for 1984 tax returns. 


Revenue Canada, Taxation Action 


The Department has indicated that for the 1984 tax year, the Notice of Assess- 
ment will show the revised taxable income. In 1987, more detailed information will be 
available to taxpayers on revisions to their returns and the impact on taxable income. 


Recommendations 


@ Inthe annual review of computer messages, consideration should be given to 
including a reference to the specific line on the tax return to which a change is 
being made, indicating the amount of the change. In addition, the message 
should indicate what the revised taxable income is in all cases. As an alternative, 
the Notice of Assessment could be revised to indicate the revised taxable 
income. 


A detailed explanation of interest charges should be provided. 


The Department should study the feasibility of using its computers to provide a 
reconciliation of taxable income assessed with that filed, similar to that provided 
by the T2 program. At present this is done only where there are more than four 
changes. In addition, consideration should be given to providing details on 
interest charge calculations. 
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15.3.10 FINDING: THE INSTALLMENT STATEMENT OF ACCOUNT 
WAS CONFUSING 
Background 


If taxpayers do not submit the prescribed form with installment payments, or do 
not specify how the payment is to be allocated, the computer program will apply the 
payment in a defined fashion. If taxpayers owe money for any reason, the payment will 
be applied against the monies owing. If no balance is owing, it will be credited as an 
installment. 


After taxpayers make an installment or a payment when filing their tax returns, 
they receive a statement indicating the amount of payment received and the balance in 
the account. Unfortunately, the balance reported is the aggregate of all installments for 
those taxation years which have not been assessed. As a result, taxpayers must 
compute, or keep a record of, the payments made in respect of each taxation year. For 
many taxpayers, this results in confusion as to the correct amount to show as install- 
ments paid when filing personal tax returns. 


Revenue Canada, Taxation Action 


The Department has indicated that the remittance form and statement of account 
will be completely redesigned for the 1986 processing year. 


15.3.11 FINDING: THERE WAS NO DESIGNATED AREA ON T1 
FORMS FOR REQUESTING APPLICATION OF REFUNDS TO 
THE SUBSEQUENT YEAR 
Background 
Taxpayers can request that refunds be carried forward to the subsequent year. 


They must make a notation to this effect on their tax returns, yet there is no designated 
area on the T1 form for them to do so. 


Revenue Canada, Taxation Action 


The 1984 T1 form has been changed to provide a designated area in which 
taxpayers can indicate that they would like to have their refund transferred to a spouse’s 
account. The T1 Guide now indicates how taxpayers can request to have refund 
applied to a subsequent year. 


15.3.12 FINDING: TAXPAYERS USING TAX DISCOUNTERS DID NOT 
RECEIVE NOTICES OF ASSESSMENT 


Background 


Taxpayers who use tax discounters do not receive labelled returns the following 
year. The system replaces the taxpayer's address with the discounter's address, with 
the result that, in the following year, because the taxpayer does not have a labelled 
return, processing will not be as quick as it otherwise could be. In addition, both the 
refund cheque and the Notice of Assessment are sent directly to the tax discounter. 
Thus, the taxpayer is not aware of any additional funds that the tax discounter may have 
received. Nor are taxpayers aware of how quickly their refunds were processed. 
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Revenue Canada, Taxation Action 


The Department is presently looking into the feasibility of capturing two addres- 
ses, and using the discounter’s only for mailing of the refund cheque. 


Recommendation 


@ The Department should review the present system with a view to sending 
Notices of Assessment directly to taxpayers using discounters, thereby allowing 
them to know how quickly their returns have been processed. 


15.3.14 FINDING: THE PROCESSING OF CERTAIN T2 RETURNS 
WAS DELAYED 
Background 


During our review, certain T2s were being stockpiled because the Tax Assessing 
Manual and the T2 program had not been revised to allow processing of these returns. 


In discussing the delay with the Department, we were told that it was related to 
legislation that was introduced on April 19, 1983 affecting Investment Tax Credit 
expenditures made after that date. Royal Assent was given on January 19, 1984 and, 
rather than have two system updates a few months apart, the extensive changes were 
incorporated into the July 1984 update. For 1985, conversion has been moved up to 
April. Retroactive legislation affecting T2s will delay computer programming and cause 
stockpiling of returns. In the chapter on Tax Policy we discuss the process of the Budget 
preparation and its impact on the administration of the Income Tax Act. 


Recommendation 


@ Procedures should be developed for revising the Tax Assessing Manual and the 
T2 program to ensure that extraordinary delays are avoided. 
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CHAPTER 16: 
TAXROLL 


16.1 INTRODUCTION 


This chapter deals with the responsibilities of the taxroll function (Taxroll); it 
focusses primarily on individual, rather than corporate tax returns. The principal func- 
tion of Taxroll is to act as the custodian of taxpayer files. Taxroll stores the returns, 
retrieves them when requested, then stores them again. These activities are carried out 
in the Taxation Centres, with the exception of the Toronto and Ottawa District Offices, 
which handle their own files. Taxroll also carries out projects designed to identify 
non-filers and taxpayers who have underreported their income, along with certain 
enforcement actions in this connection. 


To improve taxpayer service in general, and the process for handling files in 
particular, the Department established the Taxation Record Access Division (TRAD) in 
early 1982. This Division has developed, and was in the process of implementing, a 
number of changes designed to improve the level of service to taxpayers. Our discus- 
sions with departmental staff indicated that the implementation of these changes was 
proceeding smoothly and was expected to result in significant improvements to the 
efficiency and effectiveness of taxroll operations. 


16.2 DESCRIPTION OF SYSTEMS 


The functions of Taxroll are carried out by staff groups at Head Office, the District 
Offices and the Taxation Centres. These functions are described below. 


16.2.1 Head Office 


The Taxroll Division consists of two sections at Head Office. The Registry 
Programs and Procedures Section is concerned primarily with the taxpayer identifica- 
tion aspects related to tax return filing and processing systems. The Identification and 
Compliance Section is concerned with establishing delinquent action or compliance 
programs that can be applied nationally. 


16.2.2 Taxation Centres 

The filing units of a Taxation Centre are responsible for initial storing of 71 
returns, retrieving these returns on request, storing them again, and attaching corre- 
spondence or other documentation to the appropriate files. 


T1 files used to be kept in alphabetical order but, starting with the 1984 returns, 
the Department began to keep files in numerical order. This change is expected to have 
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a number of benefits. Initial filing time will be significantly reduced, since the files no 
longer have to be sorted. Retrieval time may also be reduced, since it should be easier 
to locate one identifying number than to select the right name from among many similar 
names. 


Anew on-line system for charging out and charging in files was introduced during 
the course of our study. This system was designed to improve the process for requisi- 
tioning files. Another new system recently developed by the Tax Record Access 
Division, the Income and Deduction System, will decrease the workload significantly. 


The Correspondence Screening Unit in a Taxation Centre screens general 
correspondence from taxpayers, including requests for adjustments to their returns and 
assessments. When the Unit receives information from a taxpayer that affects a return 
filed, but not yet assessed, it initiates an Intercept. The Intercept causes the return to be 
rejected when it is being processed so that the additional information can be reflected 
when the return is reprocessed. 


The Taxpayer Service Unit deals with routine requests from taxpayers, such as 
refund enquiries and requests for photocopies of income tax returns. The turnaround 
time for dealing with such requests is usually less than 10 days. 


The Compliance Unit handles certain T1 enforcement actions connected with the 
Department's matching and delinquent action programs, described later in this chapter. 
It also handles T2 enforcement actions. 


The T2 Unit is responsible for most functions related to the T2 corporate income 
tax returns, including storage, charge-out, refund enquiries and providing duplicate 
copies of returns. 


The Information Returns Unit is responsible for maintaining files for T3, T4 and 
other information returns. 


The Internal Services Unit provides various services to taxroll staff, such as 
dealing with internal requests for photocopies, coordinating requests for large numbers 
of files and conducting searches for misplaced returns. 


The Sorting and Distribution Unit operates as a messenger service within the 
taxroll areas of the Taxation Centre. Since this is a secure area, it cannot be served by 
the Centre’s regular mail system. 


16.2.3 District Offices 


The Identification and Compliance Unit within each District Office is responsible 
for actions designed to encourage taxpayers who have not filed returns to comply with 
the law. These actions include follow-up of information provided by the Internal Rev- 
enue Service indicating U.S. payments to Canadian residents. In addition, the Units 
follow up individuals or companies who are claiming the gasoline tax rebate, to 
determine whether they are also filing income tax returns. They are also responsible for 
tracing taxpayers for other divisions of the Department and for carrying out projects 
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designed to identify non-filers, as described below. In our chapter on Special Investiga- 
tions we make recommendations for a program aimed at encouraging the filing of tax 
returns by all taxpayers. 


16.2.4 Matching and Delinquent Action Programs 


The Department carries out delinquent action programs and two types of match- 
ing programs — computer matching and miscellaneous matching. 


The computer matching program is a computerized program that matches all T4s 
submitted by employers for a particular taxpayer to that taxpayer’s T1 master file. If 
differences occur, reassessments are issued or printouts are generated for referral to 
the District Office for taxpayer contact. This program primarily identifies taxpayers who 
have underreported their income. 


The miscellaneous matching program is a manual program that reviews informa- 
tion slips such as T5s, T3s and T4As to determine whether the income reported on 
these forms has been reported by the taxpayer. Manual matching is required because 
these information slips do not have a common identifying number, such as the tax- 
payers social insurance number. 


The primary objective of delinquent action projects is to identify and follow-up 
non-filers. These projects are developed through referrals and leads or through knowl- 
edge of various industries. 


Procedures followed by taxroll officers require them to explain to the taxpayer the 
course of action they will follow and the potential consequences to the taxpayer. The 
taxpayer is given every opportunity to comply with the law. 


16.2.5 Security 


As the custodian of income tax returns, Taxroll is responsible for taking appropri- 
ate measures to protect the confidentiality of information on file. The security measures 
observed at the Taxation Centres that we visited are described in the detailed report on 
Taxroll and Data Processing; they include: 


— controlled access to buildings; 

— personal identification; 

— controlled access to taxroll area; 
— password security; and 

— file control security. 


16.3 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our principal suggestions for further 
improvement, where appropriate. 
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16.3.1 FINDING: DISTRICT OFFICE STAFF ENCOUNTERED DELAYS 
IN OBTAINING FILES NEEDED TO ANSWER TAXPAYER 
QUERIES 


Background 


A minimum of one week was required for someone in a District Office to obtain a 
file from the Taxation Centres. It also took about a week for someone in a District Office 
to determine where a file was located if it was not in the taxroll area in the Taxation 
Centre. In this situation, further time was required to obtain the file. The delays in getting 
files have created significant frustration for taxpayers. We received a number of briefs 
commenting on this problem. The Canadian Chamber of Commerce wrote to us saying: 


“Several years ago, the government, presumably for policy reasons, decentral- 
ized taxation data centres. The decentralization has produced a great deal of 
inefficiency and has created deep taxpayer resentment. It is very frustrating for a 
taxpayer to be told that he/she will have to wait several weeks before receiving a 
response to a question.” 


Because of the problems experienced in transferring files to the District Offices, 
many taxpayers wrote to us suggesting that the files be returned to the District Offices 
from the Taxation Centres. The Department has deferred possible action because 
technological advancement has made redundant the need to move files. To ensure the 
action taken is sufficient, the Department is monitoring the effects of technological 
initiatives which have been and are being implemented. 


Recommendations 


e@ The Department should establish specific service level targets defining the 
maximum number of days that can elapse without contact with a taxpayer who 
has submitted a query, e.g., five days, and carefully monitor the actual levels 
achieved. 


e A monitoring process should be instituted to assess whether changes in the 
system have reduced the delays in transferring files to a level that permits staff in 
the District Office to gain access to required information on a timely basis. 


16.3.2 FINDING: THE LEVEL OF RESOURCES DEVOTED TO 
MISCELLANEOUS MATCHING PROGRAMS HAD 
SIGNIFICANTLY DECREASED 

Background 


Based on trends in the number of miscellaneous adjustments and the dollar 
value of miscellaneous recoveries, the Department appears to have reduced signifi- 
cantly the amount of miscellaneous matching of T5 and other information returns during 
the last few years. The steady decrease in the number of miscellaneous adjustments 
has been due to a lack of available resources to assign to this program. A particular 
concern for the Department is that, unlike T4 slips, the taxpayer’s social insurance 
number is not required on T5 slips. This substantially increases the complexity of 
matching these slips. 


In 1984, the Department hired a large number of students to carry out manual 
matchings. The purpose of this special project was to determine the extent to which 
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investment income had been underreported. As of January 1985, the project resulted in 
12,000 adjustments to taxpayers returns and generated revenue of $9.7 million from 
$20 million of investment income reported on T5 information slips of $100 or more. 


Revenue Canada, Taxation Action 


The results of the evaluation of the miscellaneous matching project support the 
desirability of a full scale program involving the 36 million miscellaneous matching slips 
expected in 1985/86, with an estimate of $30 million dollars of additional taxes to be 
generated. Apart from 64,000 taxpayers who had apparently omitted to declare all of 
their interest payments, 119,000 had apparently failed to file a tax return. Based on 
these results the Department proposes to expand its matching program. 


Recommendations 
@ The Department should determine the appropriate level of resources to be 
devoted to matching in future, including further consideration of computerized 
miscellaneous matching. 
@ The Department should recommend changes to regulations to require the use of 
social insurance numbers on information slips. 


16.3.3 FINDING: THE ENFORCEMENT OF THE FILING OF RETURNS 
FOCUSSED ON TAXPAYERS WHO OWE MONEY 


Background 

In April 1983, the Management Audit Branch issued an evaluation study report: 
“Enforcement of Returns Filing’. This report noted that, for the taxation years 1978, 
1979 and 1980, 624,338 non-filers had been identified. Of these, 489,050 reacted to 
delinquent actions by filing a tax return or providing information to modify the assess- 
ment they had received. Net tax increases of $236.7 million resulted from these actions 
over the three year period. The report pointed out, however, that 46 percent of the 
_returns generated were either nil or refund returns. 


As aresult of the findings contained in the management audit report, the Depart- 
ment initiated a project to develop a profile of a delinquent taxpayer. This profile was 
designed to help ensure that the efforts of the compliance programs would be more 
successful in identifying returns with taxes owing. A similar profile did not exist for 
identifying individuals who are owed refunds. 


Recommendations 


e Taxpayers owed significant refunds by the Department should be initially given 
the same attention as taxpayers who owe the Department significant amounts. 


@ The Department should continue its efforts to reduce the number of nil returns 
generated from its compliance programs. 


16.3.4 FINDING: CONTROLS OVER ACCESS TO TAXPAYER FILES 
WERE INADEQUATE IN SOME DISTRICT OFFICES 
Background 


Some District Offices had implemented procedures for requesting and distribut- 
ing files that helped to ensure employees received only those files which they had a 
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valid reason to obtain. Although these procedures were implemented primarily for the 
purpose of streamlining the handling of files, they also helped to ensure adequate 
control over access to files. The procedures in place in other District Offices did not 
provide any such assurance. 


Revenue Canada, Taxation Action 


New security guidelines have been developed for access to files using the on-line 
Income and Deduction system. Staff have been trained in the new system and have 
been issued passwords, initially at two levels of security with a view to further refine- 
ment, if necessary, based on experience. 


Recommendation 


@ As the Department introduces its new systems, it should review, for adequacy, 
the controls in the District Offices and Taxation Centres that are designed to 
ensure that employees do not obtain access to files which they do not require to 
carry out their responsibilties. 


16.3.5 FINDING: THE PROCESSING OF TAXPAYER 
CORRESPONDENCE NEEDED TO BE IMPROVED 
Background 


The new on-line Income and Deductions system (INCDED) was implemented 
with the processing of 1983 T1 returns. The purpose of the system is to provide quick 
access to income and deductions information for the various assessing functions and 
the enquiries and office examination functions in a District Office, and to reduce the 
number of requests for taxpayer files. It is anticipated that this system will reduce the 
resources needed to access data in taxpayer files as well as the time required to file 
taxpayer information. 


According to taxation centre management, there was no provision in the system 
to indicate that correspondence received from a taxpayer was being processed. The 
INCDED system did not indicate the person or group who received the correspon- 
dence, whether it had been received or whether it was being handled. If additional 
information had been requested from the taxpayer and received, there was no way to 
coordinate the request and receipt of information unless the information was received 
by the same departmental official wno requested it. The system would then automati- 
Cally process a reassessment without the additional information, since there was no 
way of identifying within the system that the additional information had been requested. 


Recommendations 


@ The Department should take steps immediately to ensure that existing policies 
and systems relating to the processing of correspondence are being applied 
uniformly. 


@ The Policy and Systems Branch of the Department should determine the num- 
ber of cases where processing of taxpayer correspondence in Taxation Centres 
continues to create a problem. If the number of occurrences indicate that this is a 
significant problem, systems changes should be made to ensure that when 
taxpayer correspondence is being handled, the issue of a reassessment is 
stopped until the matters subject to correspondence have been resolved. 
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CHAPTER 17: 
AUDIT 


17.1 INTRODUCTION 


This chapter deals with the audit function of Revenue Canada, Taxation, which is 
concerned with the auditing of selected taxpayers’ returns. 


Departmental auditors have extensive contact with taxpayers, and because that 
contact is initiated by the Department rather than the taxpayer, the stage is set for 
confrontation. It is not surprising, therefore, that much of the public criticism of the 
Department in late 1983 and early 1984 was levelled at the practices of the audit 
personnel. 


17.2 THE AUDIT PROCESS 


The audit process is fundamental to the self-assessment system. It focusses 
primarily on incorporated and unincorporated businesses and professionals, and in- 
volves the examination of records and other documentation to verify the information 
recorded on selected taxpayers’ returns. 


There were some 3,200 people involved in the audit function at the time of our 
study, including 2,300 whose duties require professional training in accounting. The 
balance were in the “Programme Administration” classification. About 5 percent of the 
total staff were in Head Office; the balance were in District Offices. 


17.2.1 Selection of Returns 


The selection of returns for audit is undertaken in several ways. All taxpayers are 
categorized based on type of return filed, amount of income and nature of business or 
employment. Files are selected for audit from these various categories based on 
screening procedures, both computer and judgemental. In the case of businesses, for 
example, screening involves comparisons of financial data with that from similar 
businesses and prior years’ returns. 


In addition to the screening process, returns are also selected for audit based on 
“audit projects”. For the most part, the process is designed to select those files which 
will yield increases in taxable income. In such cases, the returns of a particular group of 
taxpayers are audited to test compliance. Other selection factors include leads from 
informers, information from other audits and other outside information. 


17.2.2 Audit Examination 


The audit of a taxpayer's records and supporting documentation is usually 
conducted at the taxpayer's place of business. It is based primarily on an examination 


of a taxpayer's current return, schedules and financial Statements, and a review of any 
previous audit reports. 


17.2.3 Finalization of Audit Results 


Department policy requires an auditor to discuss a proposed adjustment to a 
taxpayer's return with the taxpayer before a Notice of Reassessment is issued. If a 
taxpayer objects to a proposed reassessment, the basis for adjustment is reviewed by 
the Audit Review Group in the District Office. Some matters also are reviewed by Head 
Office. If Audit Review is satisfied with the appropriateness of the adjustment, a Notice 
of Reassessment is issued. 


17.3. PROFILE OF THE AUDIT DIRECTORATE’S 
ACTIVITIES 


We reviewed information from the Department’s database and audit operation 
reports to develop a basic understanding of audit workload, coverage and results. 


17.3.1 Audit Workload 


There are three types of audit sections in the District Offices. The Field Audit 
Section is responsible for the Audit of taxpayers carrying on businesses with gross 
revenues between $100,000 and $600,000. The Business Files Section handles 
businesses with gross revenues between $600,000 and $12 million, and the Basic Files 
Section is responsible for Audits of businesses with annual revenues in excess of $12 
million. Audits of taxpayers with revenues under $100,000 are handled by the Office 
Examination Section of the Verifications and Collections Division. 


Staff in the three types of audit sections completed an average of 65,000 audits 
each year during the fiscal years 1981 through 1983, as shown in Exhibit 17.1. 
Approximately 77 percent of these audits resulted in upward adjustments, 3 percent in 
downward adjustments and 20 percent in no changes. 


Field audits made up 66 percent of the 65,000 audits; and the proportions of the 
adjustments for the Field Audit Section were similar to the results for all sections. 


About 20,000 business audits were completed in each of the three years. Those 
resulting in upward adjustments increased from 76 percent to 81 percent over the three 
year period. In 1984, fewer than 2 percent of the business audits resulted in downward 
adjustments and 17 percent resulted in no changes. 


Approximately 2,000 basic file audits were completed during each year. A much 
higher proportion (83 percent) of these larger, more complex audits resulted in upward 
adjustments. Basic file audits in which there was no change declined from 15 percent in 
1981 to 12 percent in 1984; those with downward adjustments increased from 3 percent 
to 4 percent. 
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17.3.2 Audit Coverage 


Of the 16 million returns filed annually, approximately two million are candidates 
for audit. (There are 4.5 million non-taxable returns and 8.5 million returns from 
taxpayers whose taxes are deducted at source, which are not generally part of the audit 
workload.) Average audit coverage for Canada has declined. In 1973-74, 7.35 percent 
of corporations were audited; in 1981-82, the comparable figure was 4.07 percent. The 
audit of self-employed individuals decreased from 2.23 percent to 1.91 percent over the 
Same period. Further detailed information on audit coverage in 1981/82/83 fiscal years 
is shown in Exhibit 17.2. 


17.3.3 Net Income Changes Resulting from Audits 


In 1984, the total change in net income exceeded $3.7 billion, with 57 percent 
from basic file audits, 23 percent from business audits and 20 percent from field audits. 


The ratio of results achieved by the audit process to the cost of achieving those 
results is called the benefit/cost ratio. This ratio is calculated by dividing total costs 
(including direct and indirect labour, travel costs and other costs) into net tax change. It 
fluctuated between 6.0:1 and 6.7:1 during the fiscal years 1980 through 1983; that is, 
costs were covered 6 times in 1980 and 6.7 times in 1983 by the net increase in taxes 
resulting from the audits (see Exhibit 17.3). 


The benefit/cost ratios varied depending on the category of the returns. For 
example, the following benefit/cost ratios were calculated for the 1983 fiscal year. 


— T1 business 3.0:1 
— T2 returns ($2.5M to $12.0M) 6.3:1 
— 72 returns (over $12.0M) Awe 


17.4 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
Study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


17.4.1 FINDING: AUDIT COVERAGE HAS NOT BEEN ENOUGH TO 
KEEP TAXPAYER NON-COMPLIANCE FROM INCREASING 
Background 


Many of the senior department personnel we interviewed expressed serious 
concern that the degree of non-compliance by taxpayers has been increasing dramati- 
cally and that public confidence in the self-assessment system will be eroded. Once 
lost, public confidence would be very difficult to re-establish. The Department believes 
that the present benefit/cost ratio would be maintained even if additional resources 
were added to the Audit Directorate. This follows from the belief that taxpayer non- 
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compliance is increasing and that the level of audit coverage is too low. To support the 
self-assessment system, it is necessary to maintain a minimum audit coverage so that 
taxpayers do not engage in tax motivated activities solely in the belief that they will not 
be audited by the Department. While the Department has not prepared an analysis of 
the marginal increase in tax revenue that would be obtained by adding additional audit 
resources, it appears that audit coverage as a proportion of tax returns filed is low. From 
information we obtained from the District Office level, we believe that the additional 
taxes discovered by each new auditor would be at least twice the direct and indirect 
costs, and could be up to five times those costs. 


Recommendations 


@ The Department should increase the productivity of the audit staff by adding new 
procedures and more extensive use of microcomputer technology. 


@ Additional audit staff should be hired up to the point where the last new auditor - 
can recover only three times his or her direct and indirect costs. 


@ The additional audit staff should be directed to the areas of highest additional tax 
recovery. 


17.4.2 FINDING: TAX AVOIDANCE HAS NOT BEEN CLEARLY 
DISTINGUISHED FROM TAX EVASION 
Background 


The line which distinguishes tax evasion from tax avoidance is not always Clear. 
Tax evasion involves fraud, deceit, misrepresentation or similar acts, all intended to 
evade compliance with the Income Tax Act. Taxpayers guilty of tax evasion may be 
subject to penalties, fines or prison terms. 


Tax avoidance is a reduction of taxes otherwise payable and is accomplished by 
taxpayers arranging their affairs so as to achieve such a reduction openly and with full 
disclosure. Much tax reduction or avoidance is not only sanctioned by government 
policy, by law or by administrative practice of the taxing authorities, but is actually 
encouraged through various forms of tax incentives. Some attempts at tax avoidance 
succeed in withstanding judicial scrutiny. Other attempts are beyond the sanction of tax 
policy and fail in the courts. 


The Department's public position was set out in its Information Circular 73-10R. 
For example, at paragraph 49, the Circular stated: 


“It should be noted that the Tax Avoidance Division has no continuing interest in 
cases in which a taxpayer, in seeking a beneficial tax result, has merely selected 
a certain course of action that is either clearly provided for or not specifically 
prohibited in the law and has implemented that decision in a real way. Indeed, the 
Department does not view itself as having any special responsibility in respect of 
any form of tax planning that consists of a genuine arranging of one’s affairs 
openly and within the framework of the law so as to keep one’s taxes to a 
minimum.” 


In spite of the position set out in this Circular, the distinction drawn by the 
Department in practice between tax evasion and tax avoidance appeared to be unclear 
to taxpayers and their advisors. In'some cases, non-compliance was equated to both 


tax evasion and tax avoidance. Confusion over the distinction between these two types 
of activities many have been.accentuated by statements such as the following quota- 
tion from a departmental study entitled “Resources for Income Tax Administration‘: 


“In the past, the tax gap was a result of non-compliance by those who did not 
report their income, those who did not file and those who engaged in tax planning 
of a more or less legal nature. Today however, with the increasing use of tax 
specialists, combined with the increased level of taxation and government 
spending, the practice of tax avoidance has become quite prevalent. In tax 
planning, the taxpayer arranges his affairs in such a way to minimize his taxes 
within the provisions of the law. In tax avoidance, however, the taxpayer attempts 
to arrange his affairs so as to bring himself within the orbit of incentive legislation 
while attempting not to pay any taxes. In most cases, the two objectives are 
impossible to accomplish simultaneously and the taxpayer runs afoul of the law. 
The schemes achieved are as varied as the ingenuity of the law, but the dollar 
return to those who are successful is substantial.” 


An interesting example of the confusion which had developed related to a change 
of fiscal year. The Income Tax Act provides that taxpayers may change their fiscal 
years only with the consent of the Department. The Department's Interpretation Bulletin 
on the subject states that it will approve a change only if it is prompted by sound 
business reasons. Saving or deferment of income taxes was not considered a sound 
business reason. This position (currently under review by the Department) conflicts 
with section 10(13)(3) of the Taxation Operations Manual which states: 


“although the saving of income taxes is a good business reason for change in 
fiscal period, this reason should never be accepted as a reason to grant a 
change.” 


The effect that this confusion has had on the public is exemplified in the brief from 
the Institute of Chartered Accountants of Prince Edward Island, which stated: 


“Taxpayers who maximize tax planning feel as though they are treated as 
criminals. Reassessments reflect these attitudes and often there is a tendency to 
assess all grey areas, giving the appearance that if a high amount is assessed 
there is an expectation that more taxes will eventually be collected. Furthermore, 
itis apparent that the suggestion of intent to assess for a high amount is used as a 
bargaining tool to get taxpayers to agree to some lower assessment that they 
might not otherwise accept.” 


The subject of tax avoidance and tax evasion was discussed at length with the 
officials of Revenue Canada, Taxation without final agreement on definitions. However, 
we believe there is a need to ensure that all departmental publications are amended to 
reflect the principles expressed in the Declaration of Taxpayer Rights. 


Revenue Canada, Taxation Action 


The Declaration of Taxpayer Rights, released by the Minister of National 
Revenue on February 28, 1985, stated: 


“You have a right to arrange your affairs in order to pay the minimum tax required 
by law.” 
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Recommendation 


@ The distinction between tax avoidance and tax evasion should be clarified and 
reinforced to departmental officials and taxpayers alike. 


17.4.3. FINDING: AUDIT PERSONNEL HAVE OVEREMPHASIZED TAX 
RECOVERIES 


Background 


The duties of the auditor promote the attitude that success is achieved by finding 
adjustments which will increase the taxable income of the taxpayer. This can lead to 
claims of overzealousness — acommon complaint in many of the briefs and letters we 
received. For example, the Joint Committee of the Canadian Bar Association and the 
Canadian Institute of Chartered Accountants stated: 


“While the legal framework for the administration of the Canadian tax system is 
important, the administrative practices of Revenue Canada and the behaviour of 
its officials and employees are equally or more important. The public perception 
of Revenue Canada and its employees as overzealous, inflexible and insensitive 
appears to be growing. Our experience indicates that there has been a significant 
change in the attitude and approach of Revenue Canada in recent years. We 
have the feeling that more and more often Revenue Canada regards the state- 
ments and submission of taxpayers and their advisors with suspicion. 


The preceding statement undoubtedly exaggerates the situation. Most Revenue 
Canada employees are courteous, honest, competent, and reasonable. Never- 
theless, our experience is that the additional problem we have described is 
growing throughout all levels of Revenue Canada.” 


While the concept of overemphasis on tax recoveries or overzealousness of 
Revenue Canada, Taxation auditors is subjective by nature and cannot be quantified in 
a statistical sense, the number of complaints received on this topic and the impressions 
we had from our own interviews of department personnel indicated that an unhealthy 
imbalance in attitude did exist. 


This was confirmed by the staff attitude study which indicated that: 


— 37 percent of auditors believed that they had been encouraged to get tougher, 
including 24 percent who believed that they should have gotten tougher on 
assessments reaching back a few years; and 


— 66 percent of auditors perceived their performance as being based on amount 
of revenue raised. 


The operations of Special Investigations entail the use of special techniques to 
deal with the relatively rare circumstances of suspected criminal tax evasion and we do 
not therefore see significant personal development advantages to auditors spending 
time in this group. We suspect that overexposure to this area could lead to an 
overemphasis on tax recoveries as well as the opinion that a disproportionate number 
of taxpayers are dishonest. At the same time, it is necessary to ensure that personnel 
not in Special Investigations have sufficient training to identify situations which should 
be referred to Special Investigations. 
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We believe the present practice of having some audit personnel spend time in 
Special Investigations as part of their career development should be discontinued and 
that Special Investigations should be developed as a separate career path in Revenue 
Canada, Taxation. In the United States, for example, the special investigation function 
is a separate and distinct career path. 


Revenue Canada, Taxation Action 


Performance appraisal and audit guidelines issued in late 1984 stipulate that 
individual performance is not to be measured by increases in taxable income. 


Recommendation 
@ The practice of rotating staff through Special Investigations should be stopped. 


17.4.4 FINDING: OVEREMPHASIS ON RECOVERY PER PERSON 
YEAR MAY HAVE ENCOURAGED THE USE OF INFORMAL 
QUOTAS 

Background 


An overemphasis on recovery per person year in evaluating district office or unit 
performance leaves the Department vulnerable to abuse. We recognize the need to 
use this concept to measure the results of audit projects and audit programs and to 
allocate resources. We believe, however, that some managers have overemphasized 
these statistics by using them on an individual auditor basis. 


During 1983, the Kitchener District Office assigned a recovery per person year 
quota to individual auditors and evaluated their performance based on this statistic. 
Based on our review of other District Offices, we believe that this practice, which was 
contrary to departmental policy, existed in some other locations, albeit not to the same 
degree as had occurred in Kitchener. Nevertheless, as discussed in the chapter on 
Quotas, it is only natural for individual auditors to derive a measure of job satisfaction 
from an appropriate increase in assessed taxable income. In a normal competitive 
working environment, these elements of job satisfaction can translate readily into 
implicit targets, or quotas, to “keep up with the rest of the team”. Senior managers of the 
Department must be on guard to avoid informal targets leading to overzealousness. 


Revenue Canada, Taxation Action 


During the latter half of 1984, the Department undertook extensive measures to 
counteract the potential use of resourcing standards as measures of individual per- 
formance. Activities focussed on three primary areas. Staff at all levels received 
substantial communications from senior members of the Department outlining the 
Department's position with respect to the measurement of individual performance. 
While the Department remains committed in principle to a comprehensive and fair 
assessment of individual performance, until appropriate criteria can be developed, 
performance is to be measured only in terms of quality and timeliness of service. 


The Department has begun work on the development of performance criteria 
related to quality and timeliness for specific positions. These form a part of various 
revisions, made in the late Fall of 1984, to the performance review and employee 
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appraisal documents and procedures. Finally, workshops have been held with man- 
agement and supervisory staff to explain the Department's position with respect to 
individual performance measurement. 


Recommendation 


e In evaluating the performance of professional audit staff, supervisors should 
ensure that appropriate weight is given to productivity, technical and taxpayer 
service rather than mathematical formulae. 


17.4.5 FINDING: MANY TAXPAYERS FEAR REVENUE CANADA, 
TAXATION AND THE AUDIT PROCESS 
Background 


The Progressive Conservative Task Force on Revenue Canada, articles in the 
press in late 1983, and many of the briefs we received from interested parties express- 
ed the concern that many taxpayers fear Revenue Canada, Taxation in general, and 
the audit process in particular. 


Much of the taxpayer “fear” of the Revenue Canada, Taxation audit process 
relates to a misunderstanding of the prime objective of the audit process, which is to 
promote compliance by self-assessment. Many taxpayers being audited have the 
belief that they have been singled out and are suspect. Increased and improved 
communications to taxpayers regarding the audit process would help alleviate such 
fears and also might produce the side benefit of increased overall compliance. 


In April, 1984, the internal Revenue Canada, Taxation Task Force on Com- 
munications submitted its report to the Minister. This Task Force dealt with the broad 
aspect of departmental communications, including a number of recommendations 
aimed at reducing general public fears, with which we concur. 


Recommendation 


@ The Department should develop a communications program to improve .tax- 
payers’ understanding of the audit process and how it serves the principle of 
self-assessment. 


17.4.6 FINDING: COMMUNICATIONS ON TAXPAYERS’ RIGHTS 
WERE INADEQUATE 


Background 


Many taxpayers were not aware of their rights or the procedures involved in 
discussing proposed reassessments with audit personnel and in objecting to reassess- 
ments. 


Although many auditors whom we interviewed stated that taxpayers were be- 
coming more knowledgeable about appeals, we found that the Department did not do 
an adequate job of communicating to taxpayers their rights under the audit process. 
Several auditors commented that information regarding rights to further discussion or 
objection was only provided to the taxpayers if they asked. 
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Revenue Canada, Taxation Action 

The Declaration of Taxpayer Rights referred to previously sets out taxpayers’ 
rights to information, impartiality, courtesy and consideration, the presumption of 
honesty, privacy and confidentiality, and fair appeal procedures. It also emphasizes 
that planning to minimize taxes to the extent permitted by law is a right of all taxpayers. 
The Declaration is being communicated widely to taxpayers and employees. 


On March 4, 1985, the Minister of National Revenue announced that taxpayers 
receiving a Notice of Assessment or Reassessment would henceforth receive at the 
same time a pamphlet entitled “Understanding Your Assessment”. This pamphlet 
explains what the notices are and how to seek adjustments or object to the tax being 
assessed. 


Recommendations 


e A senior official in each District Office, reporting to the Director, should be 
responsible for reviewing cases where taxpayers have complained of infringe- 
ments to their rights. 

e@ Appropriate department publications should specify that taxpayers wishing to 
complain of infringement their rights, as set out in the Declaration of Taxpayer 
Rights, should contact the Director of the appropriate District Office. 


17.4.7 FINDING: COMMUNICATIONS TO TAXPAYERS ON 
PROPOSED REASSESSMENTS WERE INADEQUATE 


Background 

Communications to taxpayers: by auditors, concerning proposed reassess- 
ments, were often incomplete or deficient. This forced the taxpayer to initiate a formal 
and often costly appeal. 


Department policy was that proposed reassessments should be communicated 
to taxpayers and their concurrence solicited. In most instances this was done verbally 
or informally. In our view, the Income Tax Act is so complex that an oral or even an 
informal written explanation of proposed changes is inadequate. 


Revenue Canada, Taxation Action 


New audit guidelines now require that taxpayers be informed in writing about the 
details of any reassessments. 


Recommendation 
e@ Proposed reassessments should be communicated in writing to the taxpayer 
and the written communication should: 
— include a calculation of the amount of tax and interest which would be 
reassessed as a result of the proposed adjustments; and 
— encourage the taxpayer to reply stating his or her concurrence or non- 
concurrence with the proposed adjustments. 
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17.4.8. FINDING: DEPARTMENTAL POLICY ON REASSESSING 
PRIOR YEARS HAS NOT BEEN CLEARLY UNDERSTOOD OR 
UNIFORMLY APPLIED 

Background 


Taxpayers do not understand that the Income Tax Act provides that three years 
are open to reassessment on audit; they feel unfairly treated when their returns are 
adjusted back several years. 


There is a perception that the Department retroactively applies Interpretation 
Bulletins to taxation years preceding the date of issuance of the Bulletins. A number of 
the briefs submitted to us commented on this perceived retroactive assessing policy. 
Thus, there is a need for the Department to ensure that taxpayers are aware that this is 
not its policy, as a means of redressing this misconception. 


Practice appeared to vary among District Offices. In most instances, the decision 
to assess years prior to the year of audit was left to the judgement of the auditor and the 
supervisor. We support the principle of applying judgement in decisions to reassess 
prior years, but we are concerned that a lack of guidelines in this regard have resulted in 
uneven treatment of taxpayers under similar circumstances. 


Revenue Canada, Taxation Action 


In January 1985, the Department issued guidelines to assist auditors in deciding 
on the reassessment of prior years. In addition, the pamphlet “Understanding Your 
Assessment’, which will be sent to each taxpayer receiving a Notice of Assessment or 
Reassessment in the future, contains an explanation of what these notices are, to 
assist taxpayers in understanding departmental policy. 


Recommendations 
_® Communication to taxpayers should be improved regarding the fact that returns 
are open for review for three years. Hl 
e@ Revenue Canada, Taxation should clearly communicate its policy of not reas- 
sessing prior years based on changes in Interpretation Bulletins. 


17.4.9 FINDING: THE DEPARTMENT’S INVESTIGATIVE POWERS 
WERE OPEN TO ABUSE 


Background 


As part of the audit process, the auditor often looks for information which may 
provide an indication of another taxpayer’s non-compliance. Also, in many instances, 
the Department has exercised its power to obtain general information from third-party 
sources which it believes may lead to identification of instances of non-compliance. 
Two examples are: 


— the demand for commodity transaction information relating to the clients of 
James Richardson & Sons Ltd.; and 

— the request for individual records relating to accounts payable, licenses, build- 
ing permits and property taxes maintained by the City of Kitchener. 
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Inthe Richardson case, the Supreme Court of Canada said that without obtaining 
an Order in Council the Department did not have the power to demand this type of 
information where the tax liability of a specific person or persons was not under 
investigation. 


In the City of Kitchener case, the Privacy Commissioner stated that in seeking the 
information, the Department had not violated the Privacy Act. The Privacy Commis- 
sioner said, however, that the Department exhibited casualness and carelessness in its 
correspondence. 


Revenue Canada, Taxation Action 


The first steps have been taken to ensure the confidentiality of taxpayer informa- 
tion in third parties’ hands. In his speech to the Kitchener Chamber of Commerce on 
July 26, 1984, the Honourable Roy Maclaren, after making reference to the James 
Richardson and Sons Limited case, stated: 


“My officials are now reviewing that court decision, and related ones, to deter- 
mine what can be done in the future to observe both the spirit and the letter of the 
law. In the meantime, District Offices have been instructed to cease making 
requests for information, except in cases dealing with a specific taxpayer under 
audit or investigation.” 


As to the concerns expressed by the Privacy Commissioner, the Minister had the 
following to say: 


“lam also concerned, in another area, that we do not embark upon any computer 
cross-matching of data, even when it is public information. We must not have 
other computers interacting directly with Revenue Canada’s computers. To do so 
would raise real concerns about privacy—not the least of which is to guarantee 
the confidentiality of taxpayer data.” 


The Department's interim policy, pending further review of the matter, is to collect 
only the third party information about groups of taxpayers that is publicly available. 


Recommendation 


@ Revenue Canada, Taxation should redefine the manner by which it exercises its 
investigative powers and should publish guidelines setting out its position. 


17.4.10 FINDING: DEPARTMENTAL OFFICIALS HAVE TAKEN 
UNDULY HARSH POSITIONS ON TAXPAYER VALUATIONS 
Background 


In briefs submitted to us, some organizations complained of the positions taken 
by the Department on valuation matters. These briefs indicated that valuations submit- 
ted by taxpayers needed to be considered in a more objective and evenhanded 
manner. It was recognized that valuation questions may require negotiation in order to 
be resolved. In this process, the merits of taxpayer-submitted valuations must be given 
due consideration. 


There is currently a government interchange program, administered by the 
Public Service Commission, whereby tax professionals are able to spend either one or 
two years working with various government departments. This program is beneficial to 
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both the tax professionals and the department involved, as it permits an interchange of 
ideas on a daily basis and promotes an attitude of understanding and cooperation. We 
feel that using the interchange program to bring valuation professionals from the private 
sector into Revenue Canada, Taxation would do much to broaden the perspective of 
departmental staff. 


Recommendations 


@ The Department should reassess its procedures for reviewing taxpayer valua- 
tions. 


@ An interchange program should be initiated to permit private sector valuation 
personnel to work in the Department on a short term basis. 


17.4.11 FINDING: AUDIT STAFF STATED THAT THE LEVEL OF 
TRAINING THEY RECEIVED WAS INADEQUATE 
Background 


The amount of formal training provided to department auditors was inadequate 
considering the current complexity of income tax legislation and the increasing com- 
plexity of business in general. 


Many of the auditors whom we interviewed expressed a concern that the level of 
formal training they received was inadequate to properly carry out their duties. For 
example, one auditor told us that, in order to obtain information on budget changes, he 
was required to rely on publications prepared by public accounting firms which he 
obtained on his own initiative. Several auditors also expressed a concern that they felt 
technically disadvantaged when dealing with a taxpayer's professional advisors. 


Revenue Canada, Taxation Action 

In its training plans for 1985/86, the Department has made substantial increases 
in the resources dedicated to the training of auditors. Each District Office must budget 
for, mandatory staff training for all auditors. A minimum of 80 hours training will be 
required for each auditor. In addition, larger offices will have a full time training 
coordinator for audit staff. 


Recommendations 


@ Revenue Canada, Taxation should reassess its training and professional de- 
velopment practices and make appropriate changes to ensure that they meet the 
current needs of auditors. 

@ Revenue Canada, Taxation should participate actively in tax professional 
education by sending staff to the CICA in-depth tax educational program. 


17.4.12 FINDING: PRIVILEGE IS NOT EXTENDED TO PUBLIC 
ACCOUNTANTS 
Background 


In Canadian law, a privilege is afforded professional communications between 
solicitors and their clients whereby such communications need not be disclosed. With 
this protection, clients are able to provide their solicitors with the full information 
necessary to the proper functioning of the judicial system, secure in the knowledge that 


it cannot be used against them. The Income Tax Act recognizes this solicitor-client 
privilege, specifically providing for the safeguarding of privileged material which might 
otherwise be obtained in the exercise of the Department's powers. However no such 
protection is afforded to public accountants in their capacity as auditors, except in 
Quebec in relation to the Quebec Income Tax Act. 


During the course of their work, auditors are required to reach an opinion on the 
tax position adopted by their clients and to support this opinion in their working papers. 
To ensure the efficient functioning of the financial reporting system in Canada, it is 
necessary that clients provide their auditors with full and accurate disclosure. Allowing 
the Department access to auditor's working papers and the information contained in 
them threatens this disclosure. 


These issues have become matters of serious concern among professionals. In 
its brief to us, The Joint Committee on Taxation of The Canadian Bar Association and 
The Canadian Institute of Chartered Accountants noted the concerns set out above and 
recommended an extension of privilege to encompass auditors’ working papers. A 
further recommendation was made that the Income Tax Act be amended to provide that 
privileged documents be protected wherever situated. The Progressive Conservative 
Task Force also recommended that privilege be extended to auditors. 


Recommendation 
@ The Income Tax Act should be amended to provide that: 
— auditors’ working papers are privileged; and 
— privileged communications are protected wherever situated. 


17.4.13 FINDING: SOME PENALTIES HAVE BEEN IMPOSED 
WITHOUT ADEQUATE JUSTIFICATION 


Background 


The Income Tax Act contains a number of provisions which impose penalties on 
a taxpayer for either failing to do a particular thing, such as filing a tax return, or for doing 
a particular thing which is unacceptable, such as tax evasion. 


In some cases, these penalties are discretionary and can be waived by the 
Department. There has been some concern that the Department has exacted discre- 
tionary penalties in a routine manner without taking into account the facts of a particular 
case. For example, the Progressive Conservative Task Force on Revenue Canada 
stated: 


“The Task Force believes that penalties should not be charged for routine errors 
or innocent oversights. Where a taxpayer makes an innocent error, there is no 
purpose served by imposing a penalty. Such actions only make honest taxpayers 
bitter. Where recurring or deliberate errors or delays are involved, the Minister 
has adequate powers to invoke penalties.” 


Recommendation 


@ Penalties should be imposed only where clearly warranted and only after senior 
approval at the field office level. 


Chapter 17 201 


17.4.14 FINDING: OFFICE EXAMINATION DID NOT HAVE THE SAME 
REPORTING RELATIONSHIP AS OTHER AUDIT FUNCTIONS 
Background 


Office Examination was formerly part of the audit function. At the time of our 
study, the Chief of Verification and Collections was responsible for this function. Many 
senior Officials that we interviewed agreed that the former situation was more appropri- 
ate. Office Examination is essentially a desk audit of taxpayers, and some officials of 
the Department felt that the quality of this activity would be enhanced under the 
direction of the Chief of Audit. We concur, based on the similarity in the nature of the 
function and the required disciplines to perform it. Furthermore, it would also provide an 
excellent training ground for field auditors. 


Recommendation 


e The Department should re-integrate the office examination and audit functions 
at the district office level to ensure consistency in direction and accountability. 


17.4.15 FINDING: THE PAPERWORK INVOLVED IN CARRYING OUT 
AUDITS WAS EXCESSIVE 
Background 


Most auditors interviewed expressed a concern about the volume of paperwork 
and the number of forms they had to fill out, both during and on completion of an audit. 
For a typical audit, this included, in addition to a final audit report, an audit plan, a diary, 
assessment, corporation statistics form, internal time reports, interview forms, travel 
claim forms plus forms for photocopying and typing. 


Many auditors simply did not understand how the information was used, if at all. 
Several suggested that, after an auditor had completed his or her audit report, the 
remaining forms (for example, statistical forms), could be completed by clerical staff. 


Recommendations 


@ The Department should review the amount of paperwork required of auditors, 
with a view to reducing it. 


@ The Department should ensure auditors understand the purpose and use of the 
paperwork they are required to complete. A process of “quality circles” or a 
similar technique should be used to streamline the presently cumbersome 
documentation element of audits. 


e The use of labour-saving devices such as microcomputers and computer 
spreadsheets should be expanded substantially. 
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CHAPTER 18: 
SPECIAL INVESTIGATIONS 


18.1. INTRODUCTION 


This chapter deals with the special investigations function in Revenue Canada, 
Taxation. This function provides enforcement personnel to identify and investigate 
suspected cases of income tax evasion. Where evidence of evasion is found, the 
investigator prepares the case for prosecution. Actual presentation of the case in the 
courts is carried out by lawyers of the Department of Justice. 


The Special Investigations Division in Head Office is headed by a Director and is 
part of the Audit Directorate. The function consists of the staff at Head Office and 
special investigation personnel in the District Offices across Canada. 


18.2 DESCRIPTION OF SYSTEMS 


18.2.1. The Referral and Preliminary Investigation Process 


Most cases reviewed by Special Investigations are referred from the Audit Group 
when audit staff are suspicious of some aspect of a taxpayer's activities. Of the total 
referrals to Special Investigations, historically about two-thirds have been screened out 
after initial review and one-third subjected to preliminary investigation. 


In the course of the preliminary investigation, a determination is made to see if 
certain factors exist that would make the case significant. The most common factors in 
use as of August 1984 were: 


— the amount of the potential claim for income tax; 
— the nature of the evasion; 
— the education and status of the taxpayer; and 


— the frequency of the type of perceived evasion and the desire to correct a 
wide-scale problem in any one group of taxpayers. 


The investigator, the group head and the Chief of Special Investigations select 
the cases which, in their opinion, have the greatest significance and present the best 
chance of successful prosecution. A report is prepared supporting this conclusion, with 
a recommendation to proceed to a full-scale investigation. The report is reviewed and 
must be approved by both the investigator's group head and the Chief of Special 
Investigations for the district. A copy of this report is also sent to Head Office for review 
and concurrence with the report's recommendation. 


ee 
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18.2.2 The Full-Scale Investigation 


A full-scale investigation seeks first to establish whether the taxpayer has willfully 
understated the tax payable and then to reconstruct the taxpayer's true income and tax 
payable. 


Immediately prior to the commencement of the full-scale investigation, a decision 
is made as to whether the Department should seize the taxpayer’s books and records to 
assist in its investigation and to support its case in court. This power to search and seize 
under S. 231(4) was, no doubt, the most forceful and disruptive power granted to the 
Department. The use of this power was discontinued in September 1984, pending a 
review of recent interpretations provided by the courts. Normal procedures for obtain- 
ing a warrant under the Criminal Code are used now. 


Following the conclusion of the full-scale investigation, a prosecution report is 
prepared by the staff of the District Office and submitted to the applicable Regional 
Office of the Department of Justice. A copy of the report is forwarded to the Chief of the 
Judicial Processes Section, who then forwards copies of the referral letter to the Deputy 
Minister, the Assistant Deputy Minister, Policy and Systems and the Director of Special 
Investigations. 


The primary control of both civil and criminal cases is with the Department of 
Justice. In particular, the decision to prosecute in criminal cases is made by Justice. 
Department of Justice officials we interviewed confirmed that the quality of cases 
referred from Special Investigations is very high. Furthermore, of those cases prose- 
cuted, 96 percent result in convictions. 


18.3. NON-COMPLIANCE 


Many taxpayers have little or no opportunity to avoid complying with the law. 
Other taxpayers have a greater opportunity to underreport or fail to report their income, 
with limited risk of getting caught. This area of non-compliance with the Income Tax Act 
is commonly called the underground economy, which includes incomes from both legal 
and illegal activities. The major distinguishing characteristics of the underground 
economy are that transactions are carried on primarily for cash, with poor or nonexis- 
tent accounting records; few reporting requirements exist to enable the Department to 
trace participants or measure their income. 


The underground economy encompasses a variety of illegal activities, including 
illegal profits from drugs, prostitution and gambling. However, it also includes a variety 
of legal endeavours which are not being reported for tax purposes. Examples of legal 
endeavours include employees who moonlight on weekends as tradesmen, self- 
employed individuals who report only part of their incomes, or employees who underre- 
port their gratuities. As well as cash transactions, barter transactions may be involved. 
For example, a professional and a tradesman who trade services should, but may not, 
report the value of these services as taxable income. 


Canada is not alone in knowing little about its underground economy. Most other 
developed countries are facing the same problem and, to date, have found few 
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solutions. One attempt worthy of note was a three year trial project run by the Inland 
Revenue in the United Kingdom. The Inland Revenue hired seventy personnel, 
assigned to offices throughout the country, to investigate taxpayers who reported their 
full-time, but not their part-time, income or who did not file tax returns at all. The project 
was recently completed and considered a success, with tax collections running at 
approximately five times the cost of the project. 


18.4 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified during the course of the study, the 
action taken by Revenue Canada, Taxation with regard to certain of the deficiencies 
associated with these findings and our suggestions for further improvements, where 
appropriate. 


18.4.1 FINDING: THE METHOD OF STAFFING SPECIAL 
INVESTIGATIONS WAS DISRUPTIVE TO THE DIVISION 
Background 


Historically, turnover in Special Investigations has been high, due in part to the 
rotation of staff between Special Investigations and Audit. This has presented certain 
problems for continuity of investigations, as it normally takes in excess of a year for an 
individual to be adequately trained in this area. Those in support of the rotation concept 
argue that it increases staff interest and strengthens the skills of auditors for their return 
to auditing. However, as pointed out in the chapter on Audit, when investigators return 
to the regular audit stream, they may find it difficult to bring a proper perspective to 
dealing with the vast majority of honest taxpayers. 


Recommendation 


_@ Special Investigations should be a separate career path within the Department, 
with staff recruited and trained for tax evasion investigatory work. 


18.4.2 FINDING: THE CRITERIA USED IN SELECTING SPECIAL 
INVESTIGATION CASES PLACED UNDUE EMPHASIS ON 
DETERRENT VALUE 

Background 

Until September 1984, guidelines for selecting significant cases for special 
investigation stressed their potential deterrent value, obtained from publicity, as well as 
the amount of tax owing. They stated: 

“Cases selected must have a strong deterrence potential or a high impact 

potential in the intended prosecution and publicity it may generate.” 


“The principle of deterrence is to affect the reporting patterns of as large a portion 
of the taxpaying population as possible.” 


“The program must, therefore, include cases representative of the masses of the 
taxpaying public, the butcher, the baker and the candlestick-maker.” 
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Special Investigations 


Revenue Canada, Taxation Action 


In September 1984, Revenue Canada, Taxation discontinued the use of these 
guidelines. 


18.4.3 FINDING: THE UNDERGROUND ECONOMY HAS NOT 
RECEIVED ENOUGH ATTENTION 
Background 


There was evidence, from Canada and other countries, that some taxpayers 
have underreported or failed to report their income without getting caught. Some of the 
unreported income may have been from illegal sources; however, a substantial amount 
was earned legally and simply not reported by the taxpayer. One method of identifying 
such income would be by undertaking a pilot project to test a variety of approaches to 
encourage the reporting of income earned in the underground economy. 


Such a pilot project could be preceded by a public education program, aimed at 
informing the general public that those individuals who fail to pay appropriate taxes on 
their income add an increased burden of taxes on those individuals who comply fully 
with the self-assessment system. 


One of the problems with the underground economy is that many of its partici- 
pants do so in the full knowledge that their activities are acceptable to society and to the 
political process. Not many people would think that babysitters, student gardeners and 
snow shovellers should pay tax on their earnings. Some might feel more strongly about 
cleaning ladies, waiters and taxi drivers; what about produce vendors and other 
part-time workers? There is a perception that most of these people are poorly paid and 
that it would be unfair to impose income tax on them. 


Part of the process of public debate would be to draw the line as to what activities 
are considered by society to be outside the purview of the tax administration and what 
activities are on the side of the line that should be taxed. 


One of the approaches we feel might be examined is treating small first offenders 
differently from repeat offenders. Small repeat offenders would still be prosecuted to 
the full extent of the law. However, to treat first offenders in this manner when they may 
not have perceived that what they are doing is wrong and others may be acting 
similarly, may lead them to feel they have been singled out for persecution. The result 
would likely be to cause feelings of bitterness and a desire to “get even”, rather than to 
educate them and ensure their voluntary compliance in the future. 


On the other hand, this treatment must not be as lenient as that afforded those 
taxpayers who come forward and make a voluntary disclosure of their outstanding 
liabilities. Otherwise there would be no incentive to make a voluntary disclosure. 


To encourage first offenders to comply with the tax system in future, we feel that 
the imposition of interest on the outstanding liability would be sufficient. The practice of 
imposing harsher penalties should be reserved for repeat offenders. 


SS 
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Recommendations 
e@ The Department should initiate a public education program on the underground 


economy to focus public attention on the responsibilities of all taxpayers under 
the self-assessment system and the cost to honest taxpayers of non-compliance 
by others. 


The.Department should initiate a study on the size and make-up of the under- 

ground economy: 

— to determine the costs and benefits of giving the special investigations 
function more powers and more resources to deal with the underground 
economy; and 

— to explore means of increasing voluntary compliance among Canadians 
participating in the underground economy. 


Following the initial public education period, the Department should allocate the 
appropriate resources to a group charged with the responsibility of deterring and 
catching non-compliance in the underground economy on a pilot project basis. 
First offenders should be treated more leniently than repeat offenders in order 
not to discourage their future compliance with the tax system. 


In order to undertake pilot project investigations of the underground economy 
and unreported income, additional person-years should be allocated to Rev- 
enue Canada, Taxation. 


18.4.4 FINDING: SPECIAL INVESTIGATION RESOURCES WERE 


INADEQUATE 


Background 


A decline in the number of special investigation staff has resulted in a decline in 


the number of full-scale investigations and prosecutions. At the same time, although 
precise evidence is lacking, there is a general perception that both the underground 
economy and unreported income are growing. 


Recommendation 


e@ To reverse the recent decline in numbers of special investigation staff, the 


number of special investigation person years should be increased by five per- 
cent per annum in 1985/1986 and 1986/1987. 
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CHAPTER 19: 
TAXPAYER REQUESTED 
ADJUSTMENTS 


19.1 INTRODUCTION 


This chapter deals with the initial procedures for review and clarification available 
to a taxpayer who wishes to provide additional information for a current tax return or 
who does not understand, or does not agree with, a Notice of Assessment or Notice of 
Reassessment issued by Revenue Canada, Taxation. 


The initial reaction of a taxpayer to receipt of an assessment or reassessment 
notice is usually to contact the Department to request clarification or change. Such 
informal requests by the taxpayer, whether made in person, by telephone or in writing, 
are referred to by the Department as Taxpayer Requested Adjustments (TPRs). 


The Taxpayer Requested Adjustments process is applicable to both personal 
and corporate returns. However, the vast majority of TPRs pertain to individual returns. 
The comments in this chapter, therefore, relate primarily to individual Taxpayer Re- 
quested Adjustments. 


19.2 DESCRIPTION OF SYSTEMS 


19.2.1 General 


Taxpayers who wish to include additional information with a tax return previously 
submitted or who wish to resolve a disagreement over an assessment received through 
either a Notice of Assessment or a Notice of Reassessment, may contact the local 
Revenue Canada, Taxation office. Contact may be made in person or by telephone at 
the District Office or by letter to either the District Office or the Taxation Centre. The 
office generates an intercept if the adjustment is to a current tax year and the taxpayer's 
tax return has not yet been processed. It creates a Taxpayer Requested Adjustment if 
the adjustment is for any tax year for which a Notice of Assessment and/or Notice of 
Reassessment has been issued. 


19.2.2 District Office Processing 
19.2.2.1 Written Requests 

When a District Office receives a written request for an adjustment, the request is 
processed initially by the Enquiries and Office Examination Section. Requests which 
must be handled in the District Office are filed in inventory on a first-in, first-out basis. 
They are then assigned to a clerk for processing. All other requests are sent to the 
Taxation Centre for processing. 
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Taxpayer Requested Adjustments 


If it is necessary to refer to the tax return to process the request, the return must 
be obtained from the Taxroll Section. Except for the Toronto and Ottawa District 
Offices, Taxroll is located at the Taxation Centres, not at the District Office. Those 
requests involving obtaining a return from another office result in further delays before 
processing can be commenced. In some cases, such as where a file must be retrieved 
from the Public Archives, the transfer of a file from a Taxation Centre to a District Office 
can take as long as three to five weeks. 


The Department has implemented a new computer system which should allevi- 
ate many of these file retrieval problems. The system is called the Income and 
Deduction System (INCDED). It provides personnel at District Offices with immediate 
access, through a computer terminal, to information on a taxpayer's current and 
previous year’s tax returns, together with relevant assessing data. 


If Enquiries recommends an adjustment, the file, including the return, is for- 
warded to the Quality Review Section, where a review is carried out. From Quality 
Review, the information is passed to the Taxation Centre for processing and the 
issuance of a Notice of Reassessment reflecting the adjustment. 


19.2.2.2 Counter or Telephone Taxpayer Requested Adjustments 


Now that the INCDED system is operational, the majority of taxpayer requests 
received at the counter or by telephone in a District Office can be dealt with in much the 
Same manner as was previously only possible in the Toronto and Ottawa District 
Offices. Information on returns can be called up by the person handling the request and, 
in many cases, an immediate answer can be given and an adjustment initiated. 


If it is not possible to give an immediate answer, details are documented and 
entered on a call back sheet. The file is assigned to an assessor who completes a 
review and then follows the same process as for requests received in writing. 


19.2.3 Taxation Centre Processing 


In the Taxation Centres, Taxpayer Requested Adjustments are forwarded to the 
Taxpayer Services Section of the Assessing Division for processing. If additional 
information is required from the taxpayer, the request is forwarded to the Taxpayer 
Contact Group, who contact the taxpayer to obtain the necessary information. 


Once sufficient information has been obtained to process the request, an as- 
sessing clerk evaluates the taxpayer request, following which a reviewer checks the 
clerk's work. After review, a reassessment is prepared and issued. At the time of our 
review, due largely to computer processing constraints, it took approximately seven to 
eight weeks for a Taxpayer Requested Adjustment to be dealt with by the Taxpayer 
Services Section. 


19.2.4 The Intercept System 


Taxpayers sometimes neglect to include certain required information with their 
returns, or realize after mailing a return that a mistake has been made. As soon as the 
Taxation Centre concerned has been notified of the error, an intercept will be attempted 
if there is reason to believe the tax return can be captured prior to issuance of a Notice of 
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Assessment. An intercept causes the return to be rejected so that the additional 
information can be used in processing the return. The annual volume of intercepts has 
been approximately 200,000 for the last four fiscal years, except in 1983 (for 1982 tax 
returns) when the number rose to 450,000. This was a period when taxpayers experi- 
enced significant uncertainty in the aftermath of the 1981 federal budget. Up to the end 
of August 1984, the intercept volume for 1983 tax returns was 230,000. 


Once the necessary adjustments have been made to an intercepted return, it is 
fed into the next batch and reprocessed. If no adjustments are required, it takes at least 
two additional weeks to process the return. On the other hand, if an adjustment is 
necessary, as occurs with 70 percent of all intercepts, 10 weeks or more may be added 
to normal processing times. 


19.3 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


19.3.1 FINDING: TAXPAYER REQUESTS HAVE NOT ALWAYS 
BEEN DEALT WITH IN A TIMELY MANNER 


Background 


The Taxpayer Requested Adjustments process has not always been able to deal 
with taxpayers’ requests for adjustments within the 90-day period provided before a 
Notice of Objection must be filed to preserve appeal rights. Accordingly, Notices of 
Objection have been filed for many matters which could have been resolved by a more 
efficient and better understood TPR process. At the same time, we believe that many 
causes for delays in the system have been beyond the boundaries of the Taxpayer 
Requested Adjustments process. Changes needed to speed up processing have been 
suggested in the chapter on Routine Assessing Activities. 


Revenue Canada, Taxation Action 

The Income and Deductions System is now fully operational and the Department 
plans to expand INCDED’s data base to five years of data by 1987, thus reducing 
substantially the need to refer to taxpayer's files. 


The Department has prepared a study of a new on-line reassessment system 
scheduled for implementation in 1987. All requests for adjustment will be handled 
through on-line access to files, and form letters will be computer generated. Error 
correction will be made at the terminal. 


This system should speed up the adjustment process, reduce the number of file 
transfers and improve communication with taxpayers. 
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Taxpayer Requested Adjustments 


19.3.2 FINDING: THE PUBLIC HAS NOT BEEN MADE 
SUFFICIENTLY AWARE OF THE TAXPAYER REQUESTED 
ADJUSTMENTS PROCESS 


Background 


The T1 guide has information on where to write if a taxpayer receives additional 
information after mailing a return. Further, both the Notice of Assessment and Notice of 
Reassessment forms contained written instructions on the reverse side for a taxpayer 
who had an inquiry or objected to the assessment or reassessment. Unfortunately, 
these instructions were so abbreviated and condensed that an unsophisticated tax- 
payer might fail to read them or understand the steps involved. The instructions did not 
make it sufficiently clear that the Taxpayer Requested Adjustment was a preliminary 
step in requesting a change to an assessment. 


Revenue Canada, Taxation Action 


For the 1985 tax filing season, the Department has produced a new pamphlet 
“Understanding Your Assessment’ to be sent to taxpayers with their Notice of Assess- 
ment. The pamphlet directs taxpayers to their nearest District Office for more explana- 
tion. Requests for adjustment are to be communicated to District Offices or the Taxation 
Centre to which the tax return was sent. 


19.3.3 FINDING: THE TRAINING OF PERSONNEL HANDLING 
TAXPAYER REQUESTED ADJUSTMENTS WAS INADEQUATE 


Background 


Staff at all levels interviewed during the course of our visits to District Offices and 
Taxation Centres across Canada indicated that they felt the training they received was 
not sufficient to enable them to quickly and accurately process adjustments. Of particu- 
lar concern were the lack of refresher courses and the difficulties involved in obtaining 
recently published materials. 


As noted in the chapter on Training, there was a lack of consistency in the training 
of personnel from one office to another and even within the same office. This was due, 
to a large extent, to the lack of proper training standards. Although some courses were 
provided by the Centre for Career Development, the responsibility for ensuring that 
Staff attended these courses rested with local supervisors. Workload often conflicted 
with training needs. 


Of additional concern was the lack of training in interpersonal and management 
skills needed to effectively deal with taxpayers. Courses in interviewing would be of 
value to those involved in dealing directly with taxpayers. 


Revenue Canada, Taxation Action 


Revenue Canada, Taxation recognizes the need for improved coordination of 
training within field offices and is in the process of implementing changes in this regard. 
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19.3.4 FINDING: THE INTERCEPT SYSTEM WAS INEFFECTIVE 
AND OFTEN CAUSED CONSIDERABLE DELAYS 
Background 


Although the intercept system was designed to avoid delays associated with 
having to reprocess or adjust returns which had already been processed, it was 
ineffective. - 


No maximum time period had been set for the review of non-urgent returns, with 
the result that their processing was subject to a potentially indefinite delay. Further, if an 
adjustment were required as a result of an intercept, as occurs 70 percent of the time, 
the adjustment and explanation code could not be input at the same time. This has 
resulted in repeated processing of a return, with delays of 14 weeks or more. Also, since 
intercepts were set at the end of the batch run rather than at the beginning, an intercept 
that had been entered into the system during the time the return was being processed 
would not catch the return. Finally, cancelling one intercept cancelled all intercepts, 
causing that which should have been caught to be processed. 


Revenue Canada, Taxation Action 

With the redesign of the T1 system coming on stream in 1987, processing will 
occur on a daily basis. Implementation of one-line error correction will allow adjust- 
ments and explanation codes to be input concurrently. 
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CHAPTER 20: 
APPEALS 


20.1 INTRODUCTION 


This chapter examines the process available to a taxpayer wishing to appeal 
taxes assessed or reassessed. 


Taxpayers who disagree with a Notice of Assessment or Reassessment may 
take a number of steps to obtain changes to the Notice. A taxpayer may initially request 
a change through an informal process known as Taxpayer Requested Adjustments, 
which is described in the chapter on this topic. If such a request cannot be resolved 
within 90 days from the date of issue of the assessment, the taxpayer must file a Notice 
of Objection to preserve the statutory right to have the Department give further consid- 
eration to the request. 


Notices of Objection are processed by the Appeals Branch, which strives to 
resolve appeals in an objective and impartial manner. Taxpayers not satisfied with the 
results of this process must then use the courts if they wish to pursue the issue further. 
The number of Notices of Objection lodged by taxpayers increased from 27,000 in 
1981/82 to 57,000 in 1983/84. However, in 1984/85 there will be a reduced number, 
estimated at 45,000. 


20.2 APPEALS PROCESS 


20.2.1 Notice of Objection 


Taxpayers have a statutory right to dispute income tax assessments. This is 
done by filing a Notice of Objection and having the assessment formally reconsidered 
by the Appeals Branch. 


The appeals process typically begins when the taxpayer sends a Notice of 
Objection to Head Office. The Notice is then registered in Head Office and routed to the 
appropriate Taxation Centre, or the Toronto or Ottawa District Office, for association 
with the taxpayer’s return. Simple objections are retained by the Taxation Centres; 
more complex cases are forwarded to the taxpayer’s District Office. In some instances, 
cases are referred to the Appeals Branch at Head Office by the District Office or 
Taxation Centre, for guidance on the proper interpretation of the law. There are about 
600 such referrals each year 
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Appeals 


The Notice of Objection must be matched with the relevant tax return(s). To do 
this, the Appeals Division Control Group requests the returns from Taxroll. When these 
are received, the files are assigned on a first-in, first-out basis to individual appeals 
officers. Except for those files which are referred to Head Office, the appeals officer 
reviews the relevant facts and researches the applicable statute law, regulations and 
jurisprudence. Usually there are meetings and discussions with the taxpayer and his or 
her advisors. It also may be necessary to obtain additional information. Finally, the 
appeals officer drafts a recommended response. After review by a supervisor, a 
decision on the objection is finalized and authorized by the Chief of Appeals. It is then 
communicated to the taxpayer. 


20.2.2 Appealing a Decision 


If the decision of the Appeals Branch is not acceptable to the taxpayer, an appeal 
may be made to the Tax Court of Canada and subsequently or directly to the Federal 
Court of Canada. With leave, certain decisions of the Federal Court may be appealed to 
the Supreme Court of Canada. As an alternative to having a Notice of Objection 
considered by the Appeals Branch, taxpayers may request that the appeal go directly to 
either the Tax Court of Canada or the Federal Court of Canada. 


From the date the notice of the decision has been mailed, the taxpayer has 90 
days to appeal to the Tax Court of Canada or directly to the Federal Court of Canada. 
The initial decision to go to court rests entirely with the taxpayer. Taxpayers that did so 
represented a relatively small proportion of the approximately 57,000 objections that 
were filed in the 1984 fiscal year. When acase is appealed to the Tax Court or Federal 
Court, the file is transferred to the Department of Justice and all relevant communica- 
tion received from the taxpayer or his or her representative is directed to the Depart- 
ment of Justice lawyer assigned to the case. 


20.2.3 Court Backlogs 


There currently exists a backlog of cases at the Tax Court level. Over the past six 
years, significantly more cases have been appealed than could be handled by the 
Court. As of March 31, 1984, the closing inventory of cases awaiting hearing was 4,857. 
This was up 35 percent from the backlog of 3,597 cases on March 31, 1983. At present 
activity levels, it would take the Court approximately three and a half years to clear this 
inventory, even if no new appeals were instituted. 


A similar situation exists in the Federal Court of Canada, Trial Division. The 
closing inventory of unheard appeals as of March 31, 1984 was 1,094. This was an 
increase of 10 percent from the March 31, 1983 inventory of 996 cases. The figures are 


‘misleading, however, as the Federal Court does not have the simplified procedures 


available to the Tax Court. As a result, it takes significantly longer to dispose of Federal 
Court appeals than Tax Court appeals. At current activity levels, it would take the 
Federal Court approximately four and one half years to clear this backlog, even without 
any new appeals being lodged. 
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20.3 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
Study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ments, where appropriate. 


20.3.1 FINDING: WHILE THE APPEALS BRANCH WAS EFFICIENT 
AT RESOLVING ROUTINE DIFFERENCES, THERE WAS 
INSUFFICIENT EMPHASIS ON SETTLING MEANINGFUL 
DISPUTES WITH TAXPAYERS 

Background 


The stated objective of the Appeals Branch did not give sufficient emphasis to the 
recognized benefits of settlement. Although settling usually involves collecting less tax 
than the Department believes is owing, the cost of collecting this tax is significantly 
reduced as the necessity of preparing and arguing a case in Court is avoided. Negotiat- 
ing a settlement also eliminates the risk that the Department might lose. Further, the 
settlement of more routine matters allows the Courts to concentrate on resolving the 
more difficult legal issues. 


There was a backlog of three to four years worth of tax cases waiting to be heard 
in both the Tax Court of Canada and the Federal Court of Canada. Although the 
Appeals Branch settled a major proportion of the total number of disputes with tax- 
payers, clearly many cases were the sort of minor departmental errors which must be 
expected given the large number of returns processed. There still were a small but 
significant number of disputes which proceeded to court, with roughly half decided in 
favour of the taxpayer. If such cases had been settled out of court, it would have 
minimized the costs to both parties. 


The approach used by the United States Appeals Division of the Internal Rev- 
enue Service offers an interesting comparison. The stated objective of this Division is to 
settle disputes with taxpayers in a fair and equitable manner. In contrast, the stated 
objective of the Appeals Branch in Canada is to provide taxpayers with an impartial and 
objective review, but not necessarily to settle disputes. 


The Canadian court system increasingly is emphasizing settlement as a 
mechanism of resolving disputes as opposed to allowing matters to proceed to trial. 
One example is the recent amendment to the Ontario Court Rules which emphasized 
pre-trial disclosure with a view to determining the feasibility of an out-of-court settle- 
ment. 


Recommendations 


@ The objective of the Appeals Branch should be to resolve disputes with tax- 
payers in a fair and equitable manner, as well as to provide them with an impartial 
and objective review. 

@ Inview of the new administrative climate in the Department e.g., the Declaration 
of Taxpayer Rights, all cases currently before the Courts should be reviewed 
with a view to achieving settlements wherever possible. 
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20.3.2 FINDING: CONCERNS EXISTED THAT THE APPEALS 
BRANCH WAS NOT COMPLETELY IMPARTIAL BECAUSE OF 
ITS PERCEIVED LACK OF INDEPENDENCE FROM THE AUDIT 
AND ASSESSING FUNCTIONS 


Background 


One of the five operational principles for Revenue Canada, Taxation, as outlined 
in the Department's Mandate and Operational Principles, is “impartial objection and 
appeal processes to reconcile differences.” 


The Mandate goes on to state that “in order to ensure that it is an independent 
and objective process, the objection and appeal functions should be separate from the 
review and assessment functions and communications should ensure that taxpayers 
understand this distinct separation of functions.” Within the Appeals Branch itself, and 
particularly at the more senior levels, there is a strong belief in the impartiality and 
objectivity of the Branch. However, we found that groups outside the Department had 
strong concerns about this matter. For example, the Joint Committee on Taxation of the 
Canadian Bar Association and the Canadian Institute of Chartered Accountants be- 
lieved that it had become more difficult to obtain an independent review within Appeals. 
When a group as knowledgeable and responsible as this Committee raises the ques- 
tion, we believe it must be taken seriously. 


The Progressive Conservative Task Force on Revenue Canada contained the 
following comments in support of this concern: 


“We understand that many appeals officers have come through the audit ranks 
and may understandably be seen to have a conflict of interest. They may be 
forced to decide on appeals of files audited by their colleagues and friends. There 
is also frequent rotation between assessors and appeals officers, which makes it 
difficult for appeals officers to develop a true independence from their assessing 
colleagues.” 


This view was echoed in a brief from the Institute of Chartered Accountants of 
Manitoba, which stated: 


“A few of our members expressed some concern over the independence of the 
review being conducted by the Appeals Division. Rather than giving an issue a 
fresh look based on a review of the legislation and relevant tax cases some 
Appeals Officers tend to refer to assessing policies. Appeals Officers should not 
be looking for reasons to confirm the assessment but rather should be determin- 
ing the merit of the notice of objection. The policy of having few permanent 
Appeals Officers and rotating personnel from the auditing and assessing sec- 
tions into the Appeals area on a relatively short term basis does not encourage an 
independent perspective.” 


In general, briefs we received suggested an increase in the level of taxpayer 
dissatisfaction with the manner in which their objections were disposed of by the 
appeals group. 
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Revenue Canada, Taxation Action 


The Department is currently studying the feasibility of enhancing the perception 
of the independence of Appeals through physical separation of the group. In the interim, 
certain steps have already been taken to increase the independence of the group. 
Head Office is now directly involved in the performance review of the chiefs of the 
appeals sections located in the District Offices. As well, the reporting relationships 
between these chiefs and their District Directors and between the chiefs and Head 
Office have been clarified. Further, the Department is currently in the process of 
developing guidelines on the staffing of the appeals function. 


Recommendations 


@ The appeals staff in the Taxation Centres should be eliminated and all initial 
reviews of Notices of Objection should be done by the district office appeals staff. 


@ Revenue Canada, Taxation should take further steps to achieve the indepen- 
dence and impartiality of the appeals function from the audit and assessing 
functions. Such steps should include: 


— physical separation of the appeals staff from the District Offices and Taxation 
Centres by location in separate premises; 

— elimination of any reporting relationship of local appeals staff to the District 
Office and Taxation Centre Directors or tie-ins with other functions in the 
district; 

— minimizing the rotation of audit and assessing personnel through Appeals; 
and 

— establishing a career path and a minimum term of service in Appeals of at 
least five years. 


20.3.3 FINDINGS: APPEAL STAFF’S SUPPORTING ROLE IN TAX 
LITIGATION CONSTITUTED A CONFLICT OF INTEREST WITH 
THEIR MAIN FUNCTION 


Background 

The main function of the appeals group is to deal with the initial level of taxpayer 
appeals in an objective and impartial manner. Yet appeals officers also play an active 
and supporting role when the Department is involved in tax litigation with taxpayers. 
Appeals officers co-operate fully with the Department of Justice in preparing cases and 
in interviewing or providing witnesses. Thus, the Appeals Branch is perceived to have a 
vested interest in ensuring that the outcome of appeals court cases is favourable to the 
Department. This involvement of Appeals in the litigation process also tends to shield 
the functional group that initiated the case from having to defend its position in court. To 
eliminate the potential conflict of interest inherent in this situation, we believe the 
responsibility for providing litigation support to the Department of Justice should revert 
to the function that generated the case. An added benefit of such a move would be that 
the Department of Justice lawyer handling each case would be able to obtain informa- 
tion directly from the group originally involved with the taxpayer, rather than indirectly 
through an appeals officer. 
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In discussing this matter with departmental management, they indicated their 
concern about returning the litigation support responsibility to the originating group. 
They felt such a move would result in fewer settlements and confused organizational 
accountability. 


If Revenue Canada, Taxation chooses not to return the litigation support role to 
the originating group, we believe that the group within Appeals currently performing this 
function should be separated from the Appeals Branch and renamed, to ensure that the 
impartiality of Appeals cannot be called into question. 


Recommendation 
e Agroup, independent of the Appeals Branch, should have responsibility for tax 
litigation cases. This responsibility could rest with the functional group in the 
Department whose activities are the subject of the litigation. Alternatively, the 
group currently within Appeals responsible for providing litigation support should 
be separated from the Appeals Branch and renamed. 


20.3.4 FINDING: THERE WAS NO INDEPENDENT APPEAL ON A 
VALUATION 


Background 


Valuation appeals are normally referred by the appeals staff to a valuations 
officer in the same District Office. Although a different valuations officer handles the 
case from the officer who originally made the valuation, he is in the same group that 
assisted in making the assessment in the first instance. It is doubtful that an impartial 
review can be obtained in this manner. 


Recommendation 


e@ Each Appeals Office should have a valuations group within it and appeals 
involving matters of valuation should be reviewed by this group. 


20.3.5 FINDING: THE NUMBER OF NOTICES OF OBJECTION FILED 
HAS BEEN INCREASING SIGNIFICANTLY 


Background 


The number of Notices of Objection has grown rapidly over the past 10 years, 
doubling every four years, although it appears that the trend has been reversed for 
1984/85. As shown in Exhibit 20.1, almost 60 percent of the Notices of Objection are 
decided, in full or in part, in favour of the taxpayer. 
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Disposals Of Notices Of Objection 


Fiscal Year Ending March 31 


1981 1982 1983 1984 

Total Disposals (All Sources) 29,000 29,302 42,206 lass stor6} 
Allowed in Full 7,000 9,092 12,901 17,634 
(Percentage of Total) (27) (31) (31) (33) 
Allowed in Part 7,592 8,061 11,486 14,038 
(Percentage of Total) (30) (27) (27) (26) 
Allowed in Full or in Part 14,592 WA ars) 24,387 31,762 
(Percentage of Total) (57) (58) (58) (59) 
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The audit carried out by the Management Audit Branch focussed on the reasons 
behind the increased number of Notices of Objection; it reviewed 2,379 objection files. 
The audit concluded that the following were the major causes for the filing of Notices of 
Objection: 


— the assessors’ failure to communicate with taxpayers before issuing the (re)as- 
sessments (requests for information); 


=~ _ the assessors’ lack of follow-up on “no replies” and on incomplete responses to 
our requests for information; 2 

— inadequate or insufficient training of assessors, office examiners, auditors and. 
their supervisors in: 

— the application of an increasingly complex law, 
— the application and awareness of policies, and 
— the preparation of audit reports and working papers; 

— public's unawareness of their right to request adjustments through the tax- 
payer-requested adjustment channels or their relunctance to do so because of 
unacceptable delays and/or level of service; 

— the auditors’ apparent unwillingness to negotiate with taxpayers on “grey” 
areas, partially demonstrated by the high percentage of negotiated settlements 
by Appeals, especially for field audit; 

— the public's perception that appeals officers are more flexible and impartial than 
assessors, office examiners and auditors; and 

— the apparent lack of communication between Appeals Branch, and the Audit 
and Verification and Collections Directorates on matters such as interpretation 
of the Act, disagreement with policies, etc. 
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The briefs we received suggested that the number of appeals does not accurate- 
ly reflect the number of taxpayers who disagree with their Notice of Assessment or 
Reassessment. Many taxpayers simply accept the Department's assessment rather 
than fight for relatively small amounts. 


Revenue Canada, Taxation Action 
Revenue Canada, Taxation has initiated the following steps: 


— Taxpayers who receive requests for information will be given 30 days to 
respond; and 


— Advance notification of the Departments’ intention to assess or reassess will be 
given to significantly more taxpayers. 


Recommendation 


e Action should be taken to further reduce the number of Notices of Objection by 
emphasizing the desirability of settlement in the reassessment process. 


20.3.6 FINDING: THE APPEALS PROCESS WAS POORLY 
UNDERSTOOD BY MOST TAXPAYERS, WHO COULD MiSS 
THE OPPORTUNITY TO EXERCISE THEIR RIGHT TO FILE A 
NOTICE OF OBJECTION 

Background 


Section 3.2 of the Revenue Canada, Taxation Mandate and Operational Princi- 
ples states, “Taxpayers should be kept fully informed of their rights under the objection 
and appeals process and of decisions being taken with regard to their objections and 
appeals.” 


Both the Notice of Assessment and Notice of Reassessment forms include 
written instructions on the reverse side indicating what to do if a taxpayer has an inquiry 
or objects to the assessment or reassessment. However, the location, size of type and 
language are such that an unsophisticated taxpayer may fail to read or understand the 
steps involved. 


Revenue Canada, Taxation Action 


In 1985, taxpayers receiving a Notice of Assessment or reassessment will 
receive at the same time a pamphlet entitled “Understanding Your Assessment”. This 
pamphlet explains what the notices are and how to seek adjustments or object to the tax 
being assessed. 


20.3.7 FINDING: THE TAXPAYER’S OBLIGATION TO PAY 
AMOUNTS ASSESSED HAS RESULTED IN FINANCIAL 
HARDSHIP TO TAXPAYERS WHO HAVE BEEN 
INCORRECTLY ASSESSED 

Background 


The Income Tax Act, the Canada Pension Plan and the Unemployment Insur- 
ance Act, 1971 provided that any balance owing had to be paid within 30 days of the 
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mailing of the assessment, whether or not a Notice of Objection was filed. In instances 
where an assessment was later found to be incorrect, these provisions put unneces- 
Sary financial pressures on taxpayers. In addition, we were informed, the fact that 
taxpayers had to pay the tax assessed, even though it was being appealed, had been 
used by auditors, in attempting to negotiate a settlement, as a means of getting 
taxpayers to agree to the settlement to avoid the hardship of having to pay the original 
amount assessed. 


Revenue Canada, Taxation Action 


The government introduced legislation on January 30, 1985 which provided that 
no taxpayer would be required to pay taxes in dispute until the period to file an objection 
had expired without one being filed, the objection had been resolved to the taxpayer's 
satisfaction, or a court had determined that taxes were owing. Interest will continue to 
be compounded on tax ultimately determined to be owing, and provisions will guard 
against abuse or frivolous use of the appeal procedure to delay or evade tax. The 
Minister of National Revenue announced that the provisions, which apply to Notices of 
Assessment received or Notices of Objection filed after December 31, 1984, would be 
implemented immediately. This will alleviate the hardship of paying taxes under appeal. 


20.3.8 FINDING: TRAINING OF PERSONNEL IN THE APPEALS 
DIVISION WAS INADEQUATE 
Background 
During our visits to various District Offices and Taxation Centres across the 


country, we interviewed Chiefs of Appeals and a number of appeals officers. The 
appeals officers, in particular, were critical of the amount of training they had received. 


In our survey of training received by department staff, the largest proportion of 
Staff in the Appeals Division indicated that, in the last 12 months, they had spent five or 
fewer days in training sessions, and more than one-third reported having had no- 
training. While approximately half of the staff indicated that they had received some 
training immediately after entering the Appeals Division, one-third stated that they had 
never received any training at all. 


Revenue Canada, Taxation Action 


Revenue Canada, Taxation is taking steps to address the needs identified as part 
of a current training initiative. 


Recommendation 


@ Training for appeals personnel should be improved. A more formal training 
program should be provided. Courses should provide information to the appeals 
officers on changes in the law, including trends in judicial interpretation. In 
addition, courses on communicating effectively with taxpayers should be given. 
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20.3.9 FINDING: ACTIVITIES IN INITIAL ASSESSING AND 
NON-AUDIT HAVE INCREASED SUBSTANTIALLY THE 
NUMBER OF MINOR ROUTINE OBJECTIONS 

Background 


The number of Notices of Objection doubled over the 1980-1984 period (see 
Exhibit 20.2, Graph 1), with the bulk of the increase coming from Initial Assessing and 
Non-Audit Assessing as shown in Graph 2. 


The objections arising from these two sources were of a minor and routine 
nature, as shown in Exhibit 20.3. The average taxes involved per objection were $300 
for Initial Assessing and $700 for Non-Audit. The disposition of a large proportion of 
these cases was wholly in favour of the taxpayer (46 percent for Initial Assessing and 34 
percent for Non-Audit as shown in Exhibit 20.4). 


Revenue Canada, Taxation Action 


Revenue Canada, Taxation has taken steps to provide increased taxpayer 
contact before a proposed adjustment is made at the Initial Assessing stage and 
through increasing the use of correspondence with taxpayers in all enforcement 
programs. This probably has contributed to the decline in the number of Notices of 
Objection that it is estimated will be filed in 1984/85. 


20.3.10 FINDING: THE CANADIAN JUDICIAL SYSTEM DID NOT 
HAVE A SMALL CLAIMS PROCEDURE FOR SETTLING TAX 
DISPUTES 

Background 


A number of briefs we received proposed a Small Claims Tax Court. In both the 
United Kingdom and the United States, the judicial systems contain effective mecha- 
nisms for handling small tax disputes. These mechanisms operate independently from 
the tax administration. In the United Kingdom, the General Commissioners hear tax 
disputes in an informal and cost effective manner. In the United States, the small claims 
procedures available in the Tax Court provide the taxpayer with a relatively low cost and 
informal procedure for appealing decisions of the Internal Revenue Service. The 
Province of Quebec, which administers its own income tax system, also has recently 
introduced a mechanism to handle small tax claims. 


In view of recent improvements in taxpayer service, it may not be necessary to 
establish a Small Claims Tax Court at this time. However, the appeals process should 
be monitored to see if this step needs to be taken. 


Recommendation 


@ Theimprovements in the appeals process should be monitored to determine if a 
small claims tax procedure should be established in Canadian courts. The 
monitoring process should involve the Canadian Institute of Chartered Accoun- 
tants and the Canadian Bar Association. 
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NOTICES OF OBJECTION 
RECEIVED FROM ALL SOURCES 
BY FISCAL YEAR 


1 1982 
FISCAL YEAR 


NUMBER OF NOTICES 


NOTICES OF OBJECTION 
BY SOURCE OF ASSESSMENT 
BY FISCAL YEAR 
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Initial Assessing Notice Of Objection 
Ten Most Frequent Subject Matters 


83/84 82/83 81/82 80/81 

Investment Carrying Charges 825 202 126 44 
Interest Expense 420 94 96 74 
Personal Exemptions 529 389 Ze 274 
RRSP Contributions 1,394 1,525 672 339 
Capital Loss 455 332 204 76 
Late Filing Penalty 446 385 283 ws 
Foreign Tax Credit 427 449 298 259 
Arbitrary Assessment 436 344 280 198 
Protective Objection 638 399 332 95 
Void (NOB late file, etc.) 1,309 1,16 ae 428 259 
Total 6,879 5,295 2,996 1,793 
Percentage of Total Disposals 36.4 32.8 30.0 21.0 
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CHAPTER 21: 
COLLECTIONS 


21.1 INTRODUCTION 


The task of collecting taxes from those who owe, but who are unable or unwilling 
to pay, is one of the most difficult in the Department. Canadian tax collectors are 
awarded extraordinary powers to enable them to recover taxes owing, including the 
ability to garnishee wages and to seize assets. Even when used properly, the exercise 
of these powers is bound to cause complaint and reaction. 


In addition, during periods of government fiscal restraint, there are pressures, not 
only to attain greater efficiency, but also to attain greater effectiveness. These pres- 
sures increase the likelihood that some delinquent taxpayers may meet with, or 
perceive that they meet with, harsh or excessive treatment. This situation is aggravated 
by the fact that, during economic recessions, some taxpayers whose taxes are not 
deducted at source experience difficulties and may be unable to pay their taxes as they 
become due. 


At the commencement of our study, many of the complaints that were brought to 
our attention related to the need to pay taxes when taxpayers were appealing their 
Notice of Assessment or Reassessment. The legislation introduced in January 1985 
will resolve the problem as disputed taxes need not be paid until the appeal is resolved. 


21.2 THE COLLECTIONS PROCESS 


21.2.1 Organization 


There are a number of activities performed by various units within the Depart- 
ment that relate to the collections function. These are summarized below and described 
at greater length in the chapter on this subject in our detailed report. 


The Verification and Collections Directorate at Head Office develops and advises 
on policies and procedures to be followed by collections staff. It coordinates and 
monitors collections activities within the various District Offices and carries out func- 
tional audits in these offices to ensure that collection policies and procedures are being 
administered in a fair and equitable manner consistent with head office objectives. 


Taxation Centres perform a number of routine accounting and computation 
procedures for Collections, such as receiving and accounting for remittances, source 
deductions and monthly payments, and mailing account balance notices to taxpayers. 
However, they do not initiate any personal contact with taxpayers regarding overdue 
accounts. 
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Each District Office contains a Collection Section whose staff follow up on 
delinquent taxpayers and who interact, as required, with other functional groups in the 
District Office. 


The Department of Justice provides legal advice to Collections and deals with 
any legal proceedings that may become necessary. 


21.2.2 Volume of Accounts 


The size of the collections problem is substantial. In 1983, there were 1,900,000 
returns filed with tax owing, either at the time of filing or after assessment. Most of these 
taxpayers paid within 30 days of receipt of their Notices of Assessment, or after receipt 
of one or two follow-up letters from the Taxation Centre. However, 154,000 accounts 
related to personal income tax returns had to be transferred to Collections for follow up; 
during 1984, the number declined to 133,000. In addition, Collections handled approx- 
imately 69,000 accounts of employers who failed to remit on a timely basis amounts 
deducted from their employees’ wages. Finally, there have been approximately 45,000 
accounts relating to corporation income tax returns transferred annually to Collections. 


21.2.3 Trends in Outstanding Accounts 


The number of outstanding accounts increased 32 percent and the total dollar 
value of these accounts increased 90 percent between 1980 and 1984, as shown in 
Exhibit 21.1. In addition, overdue accounts are becoming older. This suggests that 
these accounts are becoming more difficult to collect and are less likely to ever be 
collected. Although collections staff have increased from approximately 700 to 1,200 
over the same period, they have experienced difficulty keeping up with the volume of 
delinquent accounts. 


On November 13, 1984, the Minister of National Revenue announced that the 
Treasury Board had approved the Department's request for 320 person years of 
additional collections staff. Approximately one third of the new staff is provided to permit 
collectors to spend additional time on taxpayer contact, to make every effort to work out 
payment arrangements before taking collection action. This is intended to reduce the 
overall accounts receivable balance. 


21.2.4 Procedures Prior to District Office Involvement 


The overall collections process is shown schematically in Exhibit 21.2. Once itis 
determined that an amount is owing, the Taxation Centre issues a Notice of Assess- 
ment. With the exception of those cases where the taxpayer disputes the assessment 
(see 21.2.5), any assessed amount must be paid within 30 days of mailing. If payment is 
not received from the taxpayer within this period, the Taxation Centre automatically 
issues a letter of request for payment in full. 


If payment is not received within a further 25 days, the Taxation Centre automati- 
Cally issues a second follow-up letter. If this fails to produce payment or a satisfactory 
arrangement, the Taxation Centre forwards the relevant information to Collections in 
the appropriate District Office. 
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REVENUE CANADA, TAXATION 


COLLECTIONS PROCESS 


AMOUNT 
BECOMES 
DUE 


COMPUTER 
NOTICE 


TAXPAYER 
DISPUTES 
AMOUNT 


COMPUTER 
NOTICE 


FORM 
1718 


Taxation Centre 
District Office 


MINOR COLLECTION 
BALANCE STOPPED 


PAYMENT/ 
ARRANGEMENT 


AMOUNT 


pate RESOLVED 


(1) Garnishment, writ or security taken 
(2) Payment arrangement broken 
(3) Amount confirmed upon review or appeal 
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Interest is charged on outstanding tax balances. The rate of interest is adjusted 
quarterly, based on the average yield on 91 day Government of Canada Treasury Bills 
in the first month of the preceding quarter, rounded up to the next full percentage point. 


21.2.5 Procedures at the District Office 


Under the policy in effect at the time of our study, any tax assessed by the 
Department became payable within 30 days of the assessment and subject to collec- 
tion action, even where a reasonable dispute existed or a Notice of Objection had been 
filed. When a taxpayer requested an adjustment, department policy required a “stall” 
code to be placed on the account and no further action taken until the dispute was 
resolved. We found that this policy was not always followed. 


On receipt of an assessment, the taxpayer has 90 days to file a Notice of 
Objection. When a Notice of Objection or other notification of a taxpayer dispute was 
received, the relevant taxation officer was required to forward a special form to 
collections staff immediately. This told them that normal collection action, for the 
disputed portion only, was to be suspended. 


In practice, this form often was not prepared and collections staff, who were not 
fully aware of the status of the taxpayer's account, proceeded with collection actions 
that may not have been appropriate. The extent to which collection actions stopped 
when a Notice of Objection was filed varied among District Offices. 


A Notice of Ways and Means Motion, tabled in Parliament on January 30, 1985, 
contained draft legislation to end the procedure of collecting taxes in dispute. The new 
provisions apply only to assessments mailed after, or Notices of Objection filed after, 
December 31, 1984. In general terms, the draft legislation provides that no formal 
collection action can be taken by the Department while taxes are under appeal, until the 
taxpayer has agreed to an assessment or a court has ruled that the taxpayer has taxes 
owing. It also provides that disputed taxes that have already been paid will be reftunded 
to.the taxpayer in some circumstances. 


21.2.6 Resolving Outstanding Accounts 


Taxpayers’ accounts are normally resolved in one, or a combination of, the 
following ways: 


— payment in full; 

— payment arrangement; 
— security provided; 

— deferred; 

— written off; or 

— legal action. 


These are described in the detailed report on Collections. 


In the case of payment arrangements, individual members of the collections staff 
determine whether arrangements are acceptable. Although collections staff did not 
have explicit detailed guidelines to assist them in making these determinations, such 
guidelines were being drafted. 
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In the case of legal action, there are several avenues that the Department may 
use to enforce collection of taxpayer debts. These are also described in the detailed 
report. 


Requirements to pay, or garnishees, generally involve notification (usually by 
way of a letter) to a third party who is or will be making payments to the delinquent 
taxpayer, requiring the third party to make payment directly to the Receiver General of 
Canada instead of to the taxpayer. 


The Department had no restrictions on the rate of garnishment of wages and 
other remuneration. However, collections staff were advised to take provincial legisla- 
tion into account as guidelines, in addition to evaluating a taxpayer’s ability to pay. The 
Department did not, except in very extraordinary circumstances, garnishee social 
assistance payments such as unemployment insurance or welfare. At the same time, 
comments we received confirmed to us that the way in which garnishees were being 
issued had resulted in many problems. 


If an employer is a corporation, the directors of the corporation may be jointly and 
severally liable, with the corporation, to pay unremitted source deductions, although a 
director will not be held liable “where he exercised the degree of care, diligence and skill 
to prevent the failure that a reasonably prudent person would have exercised in 
comparable circumstances.” The Department advised us that only 39 assessments 
had been issued against directors as of August 2, 1984, although, as of March 31 , 1984, 
there were over 119,000 source deduction arrears accounts, many of these due from 
corporations. Thus, it would appear that Revenue Canada, Taxation has moved very 
slowly in using the mechanism of holding directors liable as a means of enforcing 
payment of these amounts. 


We were advised that the reason so few assessments against directors have 
been issued is that this legislation was enacted only in 1983. The Department wishes to 
proceed carefully until the courts have provided some interpretation of the new rules. 


Another problem relating to source deductions withheld by employers concerns 
the fact that these are Supposed to be kept separate and apart from the employer’s own 
funds, by such means as depositing them in a trust bank account. To our knowledge 
and that of department officials we interviewed, virtually no employers comply with this 
requirement. 


21.3 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of Carrying out the 
Study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 
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21.3.1 FINDING: GREATER PROVISION FOR APPEAL AGAINST 
THE DEPARTMENT’S EXTRAORDINARY COLLECTION 
POWERS WAS NEEDED 


Background 


Many of the problems related to collections activity simply indicated a lack of 
proper training of collections officers in the area of bankruptcy and receivership law. In 
other cases, they suggested an excessive or improper use of departmental collection 
powers, with appeals only at the discretion of Revenue Canada, Taxation. 


At an early stage in our study, we had extensive discussions with the Minister of 
National Revenue and with the Joint Steering Committee on the need to modify 
collections policies and procedures. If the government had not introduced proposed 
legislation deferring the collection of disputed taxes, we would have recommended an 
easing of collection powers. However, as outstanding taxes being dealt with by the 
collections function will only be those that the taxpayer agrees or that a court has 
determined are owing, we believe the current powers are appropriate, providing the 
taxpayer has the right of appeal. 


Revenue Canada, Taxation Action 


The proposed changes to the Income Tax Act contained in the Notice of Ways 
and Means, tabled January 30, 1985, to defer collection procedures for taxes under 
dispute should significantly alleviate the harsh and inequitable consequences of the 
Department's extraordinary collection powers. Under the proposed legislation, actions 
such as garnishment or seizure of assets will not be pursued until the dispute has been 
settled to the taxpayer's satisfaction or a court has ruled on the amount of taxes owing. 
The only exception will be where the collection might reasonably be jeopardized by a 
delay; however, the taxpayer is protected against undue exercise of this power by his 
right to appeal any such action to the courts. 


a 


Thus, in the future, all debts to be followed up by Collections will be those to which 
taxpayers have not objected or appealed to the courts, or the Courts have rejected their 
appeal. 


In addition, the Department has taken a number of steps to modify the collection 
process, including: 


— new garnishee guidelines to prevent abuses; 

— more extensive review of garnishee proposals by senior staff; 
— new guidelines on ability to pay; 

— personal contact as a last step before legal collection action; 
— written confirmation of action being taken; 

— copy of garnishee notice to individual affected; and 


— new pamphlet advising taxpayers of possible action to be taken if taxes remain 
unpaid, to be sent out with the second collection notice. 
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21.3.2 FINDING: IMPROVED COMMUNICATION WAS NEEDED 
BETWEEN COLLECTIONS AND TAXPAYERS 


Background 


The Department has been attempting to keep taxpayers informed concerning its 
policies and practices through Interpretation Bulletins and Information Circulars, and by 
answering taxpayer enquiries. Still, the average taxpayer was not aware of certain 
collection policies and practices that could significantly affect him or her. Lack of public 
knowledge of policies and procedures, as well as taxpayer obligations, can create 
misunderstandings. 


Notices sent to tax debtors prior to legal action being taken tended to be brief and 
simply indicated that legal action “may” be taken. Taxpayers may not have fully 
appreciated the consequences of this statement. The Department has encountered 
public criticism in instances where it appeared to have taken harsh action that subse- 
quently was established to be inappropriate and thus damaging to the taxpayer. 


Revenue Canada, Taxation Action 


In February 1984, Collections established a new policy that, if the taxpayer had 
not been contacted in the previous 120 days, no legal action should be initiated until the 
taxpayer had been contacted again. This policy was amended, effective July 26, 1984, 
by the Minister of National Revenue, who announced to the Kitchener Chamber of 
Commerce that: 

“You've heard stories about taxpayers being surprised by the garnisheeing of 
wages or bank accounts. | too am offended by the idea of taking anyone by 
Surprise, even if warnings have been sent that could be expected to reach the 
taxpayer. So as of today, | have instructed my officials to strain their resources in 
attempting to telephone every taxpayer before any garnishee action. | can't 
guarantee that we'll find everyone, but if we can find someone's employer or 
bank, we should be equally able to find the person affected. We shall try to do so 
in every case where we have reassessed the taxpayer. As resources permit, and 
| shall seek more if necessary, we shall do it in all cases.” 


On November 13, 1984, the new Minister of National Revenue announced the 
provision of extra resources to hire 320 additional collections staff. Approximately 120 
person years were allocated to the task of personal contact with taxpayers. 


The contents of all letters and notices sent to taxpayers requesting payment have 
been revised to make them more courteous and informative. An information brochure 
that outlines the Department's powers and the taxpayer's rights is to be included with 
the final collection notice; it is currently in preparation. 


21.3.3 FINDING: GUIDELINES AND TRAINING FOR COLLECTIONS 
STAFF WERE NEEDED TO ENCOURAGE FAIR TREATMENT 
OF TAXPAYERS 
Our study indicated to us two areas where Collections needed to implement new 


policies to ensure fair treatment of taxpayers across the country. These areas were the 
use of garnishees and the making of arrangements for delayed payment. 
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We believe that senior department officials are able to exercise discretion on a 
fair and equitable basis. However, staff at lower levels frequently issued garnishments 
and entered into payment arrangements without adequate supervision, guidelines or 
training. 


The Department's power to garnishee a taxpayer's income was subject to abuse. 
This was due, in part, to the lack of a formula approach to wage-earner garnishment 
which would have resulted in a degree of fairness and uniformity that did not exist. 


Where a taxpayer was unable to make immediate payment of amounts owing, 
the Department could, at its discretion, accept payment arrangements in line with the 
taxpayer's ability to pay; however, collections officers were not provided with any 
guidelines or training that would enable them to enter into reasonable arrangements. 
Also, collections staff may not have been motivated to accept payment arrangements 
since they were given credit when full payment was received, not when a payment 
arrangement was initiated. 


Following our initial review of the collections function, we informed the Minister of 
our concerns about a perceived unwillingness on the part of collections staff to make 
arrangements with taxpayers rather than moving to, for example, garnishee wages. 


Revenue Canada, Taxation Action 


Guidelines to assist district office staff in determining a taxpayer's ability to pay 
were being drafted and should be ready for use following the 1985 filing season. 


Recommendations 


e To ensure an evenhanded approach for all taxpayers, the Department should 
develop written guidelines for computing a fair rate of garnishment under various 
circumstances. 


-@ Collections officers should receive proper training to assist them in applying 
guidelines and taking proper security, especially in more complex business 
situations. 


21.3.4 FINDING: A FIRMER COLLECTION STANCE ON PAST DUE 
EMPLOYEE SOURCE DEDUCTIONS WAS REQUIRED 
Background 


Employers are required to withhold from employees’ remuneration prescribed 
amounts of income tax, Canada Pension Plan contributions and Unemployment Insur- 
ance premiums. An increasing number of employers have not been remitting these 
employee source deductions to the Department. If the employer is a corporation, new 
legislation passed in 1983 provided that the directors of the corporation were jointly and 
severally liable with the corporation for any unremitted source deductions. To date, 
however, relatively few corporate directors have been pursued under this legislation. 


Although the computer system lists employers who had not remitted their source 
deductions, Collections was not able to follow up all these accounts on a timely basis, 
mainly due to the large volume of such accounts. 


246 


[1 SEER er anerrpemmenmenmnnsernemee eee ee eee as 


Collections 


In instances where an employer is insolvent or in financial difficulty, the amount of 
unremitted source deductions often continues to increase until Collections takes firm 
action. On occasion, Collections action has resulted in the termination of a business. 


Revenue Canada, Taxation has been criticized in the media and in submissions 
to us for causing businesses to fail in this manner. Insome instances, Collections was in 
the position of either not collecting amounts properly owing or being subject to criticism 
for enforcing collection. We do not believe it was logical to criticize the Department for 
taking firm action with an employer who failed to remit employee source deductions. 


Recommendations 


@ Collections should increase its practice of holding corporate directors liable for 
unremitted source deductions where the directors do not exercise the requisite 
degree of care, diligence and skill. 


@ Collections should use its computer system to establish priorities for following up 
accounts. The computer could be programmed to select the accounts that 
should be followed up as soon as possible by considering such factors as prior 
history of non-remittance, dollar amount of past remittances, seasonality of the 
business, number of months since last remittance, etc. 


@ Abrochure or Information Circular describing the personal responsibilities and 
obligations of corporate directors to Revenue Canada, Taxation should be 
issued. 


21.3.5 FINDING: EXTREME COLLECTION ACTIONS WERE 
APPROVED AT TOO LOW A LEVEL 
Background 


The garnishment of wages or the seizure of.a bank account or other asset is an 
extreme collection action. In our opinion, the use of rubber Signature stamps by unit 
heads and supervisory staff to authorize such actions was not satisfactory. 


Revenue Canada, Taxation Action 


Since February, 1984, Signing authority for court action has been elevated to a 
level no lower than PM5 Collections Group Head. Signing authority for sensitive 
Requirements to Pay must now be at a level no lower than Collections Investigation 
Officer Unit Head. 


21.3.6 FINDING: MORE FUNCTIONAL AUDITS OF COLLECTIONS 
PRACTICES WERE NEEDED 
Background 


Functional audits of District Offices are carried out by Head Office to assess 
compliance to the Department's policies and procedures, but seldom have included the 
collections area. In the period June 1983 to May 1984, only three district office 
Collections Sections were the subject of a functional audit. 


Given the public exposure of the collections group, the potential for confrontation, 
and the need for proper approvals — especially of extreme collection actions — this 
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area should be reviewed regularly. In the absence of such reviews, senior management 
cannot have a clear idea of actual practices in the field. 


Recommendations 


e@ Responsibility for functional audit activities and regional monitoring activities of 
an audit nature should be transferred to the appropriate audit group — either a 
group within the Management Audit Branch or the Operational Audit Groups in 
the local offices. 


@ Functional groups at Head Office should continue to carry out special projects 
that do not have an audit objective. Projects with an audit objective should be the 
responsibility of the head office group responsible for audit. 


21.3.7 FINDING: SOME OF THE CRITERIA USED FOR MEASURING 
PERFORMANCE OF COLLECTIONS STAFF WERE 
INAPPROPRIATE 

Background 


The Department sets targets for the collections function, based on the number of 
files closed in a given time period. Quantitative performance measurement of each 
collector against these targets is provided to management and to the collectors them- 
selves. 


Statistics of this type may be useful as amanagement tool, but their use is open to 
abuse. Pressure builds on collectors to finalize taxpayer accounts as quickly as 
possible and once and for all. 


Revenue Canada, Taxation Action 


The Minister of National Revenue announced on October 24, 1984 that new 
criteria for measuring the work of department personnel, including collections staff, 
were being instituted. The new approach would balance quality, quantity and timeliness 
of work. A training program was instituted and performance appraisals were sus- 
pended until all supervisors had been trained in the new standards. 


Recommendation 
e@ The Department should ensure that quality of work is given epereniee em- 
phasis in the new criteria being used to assess the performance of collections 
staff and should monitor the use of these criteria. 


21.3.8 FINDING: TRAINING OF COLLECTIONS STAFF WAS 
INADEQUATE 
Background 


Courses provided to collections staff did not provide sufficient general business 
and accounting training to assist collectors in dealing with business accounts. This 
applied to both new and experienced staff. Furthermore, the annual staff training 
program budget had not been fully used in recent years. Therefore, actual staff training 
was even less than that which senior management had planned. 
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Revenue Canada, Taxation Action 


As part of a general expansion in training within the Department, more training is 
being given to collections staff in 1985/86, including the introduction of mandatory 
training. 


Recommendations 


@ Collections should identify the nature and extent of general business and 
accounting skills required by collections staff and institute necessary training 
courses. 

®@ Collections should devote additional efforts to ensuring that staff training and 
development courses are held as planned, so that staff will obtain necessary 
training and so that commitment and adherence to the Department's goals and 
objectives will be reinforced. 


21.3.9 FINDING: THE METHOD OF ACCOUNTING FOR INTEREST 
BENEFITTED DELINQUENT TAXPAYERS 
Background 


The Department charges interest, at a prescribed rate, on unpaid tax balances, 
but not on the unpaid interest owing. At the same time, the Department credits partial 
payments first against the amount of taxes owing and second against any accrued 
interest. These procedures favour the delinquent taxpayer. 


Recommendations 


@ Partial payments of delinquent accounts should be applied first against interest 
then against the principal amount. The Department should seek the appropriate 
amendments to legislation to effect this recommendation 


@ Compound interest should be charged on taxes in arrears. 


21.3.10 FINDING: RATES OF INTEREST CHARGED ON TAXES IN 
ARREARS HAVE ENCOURAGED SOME TAXPAYERS TO 
DELAY PAYMENT 


Current rates of interest charged on taxes in arrears are considerably less than 
interest rates charged on most personal, consumer and commercial loans. Those 
taxpayers who are able to deduct interest on commercial or investment loans will tend 
to avoid incurring non-deductible interest on unpaid taxes. However, many taxpayers 
who are unable to deduct interest charges, regardless of type, will view the rates 
charged by the Department as attractive. These low rates encourage many taxpayers 
to delay payment of taxes in arrears. This could become more widespread under the 
proposed legislation, under which no collection action is taken for 90 days following the 
mailing of the Notice of Assessment. 


Recommendations 


@ The rate of interest charged on taxes in arrears should be based on the Treasury 
Bill rates of interest plus two percent. 


@ To achieve fairness and equity, a corresponding change should also be made to 
the rate of interest allowed on refunds. 
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CHAPTER 22: 
INTERPRETATION BULLETINS AND 
INFORMATION CIRCULARS 


22.1 INTRODUCTION 


Interpretation Bulletins and Information Circulars are published by Revenue 
Canada, Taxation to indicate its interpretation of various provisions of the Income Tax 
Act and its administrative procedures. Publication was commenced in 1970 in re- 
sponse to the report of the Royal Commission on Taxation, which recognized the need 
to provide taxpayers with more information than was then available. 


Both publications are readily available to the public through the District Offices, 
by means of a subscription list and through various published income tax services. 


As most Information Circulars deal with procedural matters rather than matters of 
interpretation, they are generally less contentious than Interpretation Bulletins. For this 
reason, the discussion in this chapter focusses primarily on Interpretation Bulletins. 
However, some Information Circulars contain matters of great importance to taxpayers. 
Thus, the findings and recommendations in this chapter apply to these Information 
Circulars as well. 


22.2 DESCRIPTION OF SYSTEMS 


22.2.1 Organization 


Interpretation Bulletins are prepared by the Legislation Branch of the Depart- 
ment, which has general responsibility for interpreting the Income Tax Act and related 
statutes. The Branch acts as an advisor on technical matters to other divisions of the 
Department, as well as to other government departments. 


22.2.2 Preparation 


The need for an Interpretation Bulletin to be issued or amended can arise for 
a variety of reasons, such as: 


— enactment of new tax legislation; 
— changes to existing tax legislation or regulations; 


— need for clarification in a particular area revealed by public enquiries or 
advance ruling requests; 


— requests for clarification from assessing staff or other government 
departments; 


— changes to departmental assessing procedure or policy; or 
— court decisions which alter the prior interpretation of the law. 
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Once the staff of the Publications Division have drafted a new Bulletin, comments 
normally are requested from the Department of Finance and from the Policy and 
Systems and the Information Services Branches of Revenue Canada, Taxation. As 
well, tax lawyers within the Department of Justice are consulted regarding matters of 
legal interpretation. Prior to release of a Bulletin, final approval is obtained from the 
Assistant Deputy Minister, Legislation Branch and the Deputy Minister. It typically takes 
six months before a bulletin is published. 


22.3 FINDINGS AND RECOMMENDATIONS 


In this section we set out our findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


22.3.1 FINDING: THERE WAS INADEQUATE OUTSIDE 
CONSULTATION IN THE PREPARATION OF 
INTERPRETATION BULLETINS 

Background 


A great deal of reliance is placed on Interpretation Bulletins and the policy or 
interpretation they enunciate. Thus, Interpretation Bulletins should generally only be 
released after consultation with relevant government departments, representatives of 
the public, and affected businesses and associations. While some Bulletins of a routine 
nature likely will not require this treatment, there is a need for the more specialized or 
controversial Bulletins to be publicly vetted prior to official release. 


Recommendations 


@ There should be greater consultation with knowledgeable and affected parties in 
the preparation of those Interpretation Bulletins having broad implications for 
particular industry groups or taxpayers generally. 


® The more significant Bulletins should also be subject to some degree of public 
exposure prior to being issued. This is particularly important with respect to 
bulletins on emerging areas or those that will have a significant impact on the 
taxpaying public. 
In order that such a process would not unduly delay the issue of Bulletins, draft 
Bulletins should be released concurrently to all parties and a short turnaround 
time should be provided for comment. We feel a deadline of 60 days for comment 
would generally be sufficient. 


22.3.2 FINDING: BULLETINS WERE NOT BEING UPDATED ON A 
REGULAR BASIS 
Background 


Interpretation Bulletins must be as accurate and current as possible. Although 
this would suggest periodic review and updating to ensure that the Bulletins reflect the 
current law and cover all important areas, no such review or updating of outstanding 
Bulletins was being performed. 
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It is recognized that the need to respond quickly to changes in legislation often 
conflicts with the need to provide adequate external consultation. To the extent that this 
conflict cannot be resolved in a given case, we believe that speed should be sacrificed 
to ensure adequate consultation. 


To ensure that those Bulletins and Circulars that are of greatest importance to the 
public are written or updated first, it would be helpful if the Department were able to 
obtain greater feedback from taxpayers than was available at the time of our study. 
There was no formal system in place to provide for public input into the decision on 
which Bulletins and Circulars were most important. Taxpayer feedback, as it existed, 
consisted primarily of complaints about particular Bulletins which had already been 
issued. Accordingly, the Bulletins worked on first were often those that were the subject 
of the greatest number of complaints; these were not necessarily the most important. 


In the recent past, the workload created by Bill C-139 was too much for depart- 
ment staff to handle. Unfortunately, when this occurs there is little that can be done to 
cope with the increased volume, due to the nature of the work involved. Publications 
Division personnel are well qualified. It is difficult to find qualified people to assist, other 
than inthe Rulings Directorates. The result is that the updating of Bulletins is significant- 
ly delayed. 


While the changes necessitated by Bill C-139 have now been made, a compre- 
hensive Budget would likely create similar problems. 


Recommendations 


e interpretation Bulletins should be periodically reviewed and updated as neces- 
sary to ensure that they accurately reflect current legislation and departmental 
interpretations. 

e Asystem should be implemented to obtain greater public input regarding which 
topics need new or revised Bulletins. This input could be used in ranking topics to 
ensure that those with the greatest significance were dealt with first. 


e Sufficient additional staff should be hired to keep Interpretation Bulletins current. 


22.3.3 FINDING: THE BASIS FOR POSITIONS TAKEN IN Fbtlel 
BULLETINS WAS NOT DISCLOSED 


Background 


Interpretation Bulletins indicate the Department's interpretations of particular 
sections of the Income Tax Act. However, they generally do not contain a discussion of 
the basis for these interpretations, which may be greatly influenced by court cases, 
advance rulings or other factors. 


During the course of our field work, we spoke with many lawyers and accountants 
practicing in the tax area. They suggested that a brief discussion of the factors 
underlying a particular interpretation would do much to aid comprehension. 


Recommendation 


e Interpretation Bulletins should discuss briefly the basis for the interpretation, 
including references to the Income Tax Act section or regulation, to published 


errr 


254 


Interpretation Bulletins and Information Circulars 


advance rulings, and to particular court cases or assessing policy, as 
appropriate. 


22.3.4 FINDING: INTERPRETIVE AND ASSESSING MATTERS 
CONTAINED IN THE TAXATION OPERATIONS MANUAL 
WERE NOT READILY AVAILABLE TO TAXPAYERS 
Background 


In preparing a bulletin, the author normally checks the Tax Operations Manual to 
ensure that relevant assessing and interpretive matters are included. We discovered, 
however, that many taxpayers and their advisors believe that a certain amount of such 
information still exists in the Manual, which is not readily available to the public. 


While we recognize that certain sensitive matters such as audit selection criteria 
should not be released, we feel that much of the information in the Manual which has 
not yet been incorporated into Bulletins and Circulars could be made public. Further, 
the publication or other public release of relevant material from the Taxation Operations 
Manual, other than sensitive information, would do much to reassure taxpayers and 
their advisors that they are being treated fairly and openly by the Department. 


It is possible to obtain the Taxation Operations Manual through an application 
under The Access to Information Act, but the procedures are so complex that they 
limit the accessibility of the Taxation Operations Manual to the average taxpayer. 


Recommendation 
@ A periodic review of the Taxation Operations Manual should be undertaken to 
ensure that all interpretive and assessing matters contained therein, which are 
suitable for public release, have been incorporated into Interpretation Bulletins 
or Information Circulars and that these publications accurately reflect the current 
interpretations and policies of the Department. 


22.3.5 FINDING: A COMPUTER DATABASE WOULD BE A 
VALUABLE MEDIUM FOR ACCESSING INTERPRETATION 
BULLETINS AND INFORMATION CIRCULARS 

Background 


Interpretation Bulletins and Information Circulars are an important medium for 
transmitting the interpretations, policies and procedures of the Department to tax- 
payers, tax advisors and department field personnel. The provide clarity and assis- 
tance in understanding the more complex provisions of the Act, an understanding 
which is essential to a self-assessment system. 


While carrying out the fieldwork for our analysis of the advance rulings process, 


_ we were impressed with the practice followed by Revenue Canada, Customs and 


Excise and by the Internal Revenue Service in the United States where rulings are 
maintained on a database. We believe that Bulletins and Circulars could also be made 
available to the public through a database, accessible both to taxpayer terminals and to 
terminals within District Offices. This could include advance rulings as well. 


Sea IEE En eh ee nc re Oe I RT ae Ee IES as Ai ee OR RT TOT 
Chapter 22 255 


Revenue Canada, Taxation Action 


In consulting with senior officials in the Legislation Branch during the course of 
our study, we were advised that this matter is under consideration. 


Recommendation 


e@ Interpretation Bulletins, Information Circulars and advance rulings should be 


maintained on a database accessible to both taxpayers and District Offices. This 
database should be provided by the Legislation Branch. 


Se 
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CHAPTER 23: 
ADVANCE RULINGS 


23.1 INTRODUCTION 


As the Income Tax Act became more complex and more sections providing for 
ministerial discretion were added, it became increasingly difficult for taxpayers to 
determine the tax effect of a particular transaction with a satisfactory degree of 
certainty. To alleviate this problem, a simplified version of the advance rulings system in 
the United States was adopted, as recommended by the Carter Commission. 


An advance ruling is a written opinion provided by Revenue Canada, Taxation, 
for a fee, in response to a taxpayer request as to the tax consequences of a proposed 
transaction. Except in certain limited circumstances, the Department considers itself 
bound by its opinion. 


Advance rulings are provided by both the Corporate Rulings Directorate and the 
Non-Corporate Rulings Division of the Legislation Branch of the Department. In the 
past, selected advance rulings were also published on an anonymous basis. Due to the 
higher priority given to processing advance ruling requests, as opposed to publishing 
advance rulings, only 30 advance rulings were published between June 1974 and April 
1976. In total, 101 advance rulings were eventually published, the last on December 8, 
1980. 


In 1983, the Department indicated that it no longer would publish advance 
rulings; rather, any items which arose in an advance ruling request, which might be of 
interest to the public, would be incorporated into the appropriate Interpretation Bulle- 
tins. Bhs 


The Minister of National Revenue has announced that as soon as the realloca- 
tion of resources permits, selected rulings will once again be published. 


23.2 DESCRIPTION OF SYSTEMS 


23.2.1 Operating Principles 

The advance rulings procedure is not authorized by statute and remains wholly 
within the discretion of the Department. Although advance rulings are not binding in 
law, the Department has stated that it will consider itself bound, except in the following 
circumstances: 


— if there is a material omission or misrepresentation in the statement of relevant 
facts or disclosure of purpose submitted by the taxpayer; 


— where the advance ruling was based on an interpretation of the law and that 
interpretation was subsequently changed as a result of a court decision; 
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— where the transactions in respect of which an advance ruling was given have 
not been substantially completed within the time limit specified in the advance 
ruling; or 

— where there has been a change in the law upon which an advance ruling was 
based. 


A particular advance ruling is applicable only to the taxpayer requesting it and 
applies only to the transaction specified. 


The advance rulings process recognizes that taxpayers need guidance in the 
interpretation and application of the Act and that it is the responsibility of the Depart- 
ment to provide such guidance. The process takes into account that the courts are a 
slow and costly mechanism to provide the type of everyday guidance which is needed 
and that the courts are able to interpret the tax ramifications of a particular transaction 
only after it has been carried out. 


One of the advantages of the advance rulings system is that a taxpayer is able to 
modify a proposed transaction if the advance ruling indicates that adverse tax conse- 
quences would arise otherwise. Another advantage is that, to the extent that it provides 
certainty for business, the advance rulings mechanism facilitates commerce by remov- 
ing doubt as to the tax consequences of a particular transaction. 


The advance rulings process is also beneficial to the Department. As all advance 
rulings are issued from the Head Office of Revenue Canada, Taxation, the advance 
rulings system tends to promote uniformity in interpretation across Canada. 


23.2.2 Procedures 
23.2.2.1 Taxpayer Requests 


Requests for advance rulings must be forwarded to the applicable directorate 
and must identify the taxpayer, indicate the relevant District Office, set out all relevant 
facts and include copies of the transaction documentation. Taxpayers must also 
disclose the purpose of the transaction and indicate the anticipated tax result with 
supporting references to the Income Tax Act, Interpretation Bulletins and case law, 
along with any commentary they may wish to make. 


A taxpayer who wishes to discuss the issues involved with the Department may 
request, in writing, a conference at the time and advance ruling request is filed, or 
shortly thereafter. 


On receipt, an advance ruling request is sent to the appropriate section and 
assigned by the section chief to a rulings officer who reviews the material for complete- 
ness. If additional material is required, the advance ruling request is held in abeyance 
and a request to provide the necessary information is sent to the taxpayer or taxpayer's 
representative. 


Once all relevant information has been collected, the rulings officer considers the 
information and prepares a draft advance ruling. This draft is reviewed by the section 
chief for accuracy and to determine whether the advance ruling should be forwarded to 
the Publications Division for inclusion in an Interpretation Bulletin. 
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If the advance ruling is on a routine matter, the section chief may authorize its 
issuance. If the advance ruling is not on a routine matter, it is sent to the division director 
for review prior to being issued. If a contentious or novel issue is involved, or if the 
advance ruling will have wide application, it is reviewed by a review committee consist- 
ing of the Director General of the applicable directorate and the division directors before 
being issued, to ensure its accuracy and to promote consistency. 


23.2.2.2 Appeals 


There is no appeal procedure provided for a taxpayer who is dissatisfied with a 
particular advance ruling issued by the Department. Section 19 of Information Circular 
70-6R provides that a taxpayer may request a reconsideration of the advance ruling, 
but goes on to indicate that the Department will entertain this request only where the 
taxpayer has new information or can show that the advance ruling was based on a 
misunderstanding of the information which had previously been submitted. Generally, 
only one such request may be made. 


Notwithstanding these policy statements, it is our understanding that a tax- 
payer's request for a meeting for the purposes of reconsidering an issued ruling is 
generally granted. 


Further, before issuing an unfavourable ruling, the Department contacts the party 
who submitted the request to advise that the ruling will be unfavourable. This usually 
results in the taxpayer contacting the appropriate section chief to discuss the proposed 
ruling. If the matter cannot be resolved by meetings and discussions at this level, the 
taxpayer often contacts the division director and continues on “up the line” in an attempt 
to obtain a favourable ruling. Occasionally, taxpayers involve other departments of the 
government in the discussions as well. 


23.2.2.3 Publication 


. Prior to 1983, when advance rulings were published, the section chiefs reviewed 
all advance rulings prepared by their sections to determine which ones were of general 
interest and thus might be suitable for publication. After editing, the advance rulings | 
were reviewed within the Rulings Division and then reviewed by the Policy Division and 
the Assistant Deputy Minister, Legislation. Advance rulings were published only after 
consultation with the taxpayers concerned, to ensure that the publication would not be 
injurious to them. 


Unfortunately, the section chiefs increasingly found they did not have sufficient 
time to carry out the required selection, consultation with the taxpayer and editing. As a 
result, the publication of advance rulings became a secondary priority and, as noted 
previously, finally was phased out altogether. 


23.3 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 
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23.3.1 FINDING: ADVANCE RULINGS POLICY WAS TOO 
RESTRICTIVE 
Background 


When Revenue Canada, Taxation implemented the advance rulings service in 
1970, the overall impact that advance rulings might have on the self-assessment 
system was not known. Concern existed that some advance rulings could create 
undesirable precedents and open up a “Pandora’s box” of tax avoidance-motivated 
transactions. Accordingly, the Department initially offered this service within a restric- 
tive set of conditions. 


In December 1978, eight years after the inception of the program, the criteria in 
Information Circulars 70-6 and 71-25 were revised to expand slightly the availability of 
the advance rulings process to taxpayers. 


Since that time, tax laws and business conditions have changed significantly, but 
the rulings criteria have not. Increasing complexity has created a greater need for 
prompt and unbiased advance rulings. The Supreme Court of Canada has made major 
pronouncements denying the need for a “bona fide business purpose” in tax planning 
and has made statements affirming the right of taxpayers to resort to legal tax planning 
to minimize their tax costs. This has also been confirmed in the Declaration of Taxpayer 
Rights issued by the Minister of National Revenue in February 1985. Further, in recent 
years, the Department of Finance increasingly has made use of tax incentives and 
similar measures in the Income Tax Act as a means of implementing social and 
economic policy, which have also had the effect of encouraging tax avoidance. 


The U.S. system of advance rulings differs considerably from the Canadian. We 
were impressed with the wide scope of rulings services available to taxpayers under 
that system. 


Revenue Canada, Taxation Action 


In November 1984, The Minister of National Revenue announced, after exten- 
sive consultation, that he intended to broaden the availability of the advance rulings 
process to include a greater variety of transactions. He indicated that he had directed 
that transactions with facts similar to those of Stubart Investments Ltd. be considered in 
the framework of the existing law. In addition, he was undertaking a review of the 
advance rulings guidelines. However, as of March 1, 1985 these new guidelines were 
not available, and no noticeable shift has taken place in rulings policy. 


Recommendations 


@ The existing limitations on issuing advance rulings should be reviewed and 
updated to increase the availability of the process to taxpayers. In general, the 
rulings directorates should give an advance ruling even when, in their view, the 
transaction has unintended revenue consequences. The criteria for an advance 
ruling should be whether a particular proposal is within the confines of the 
Income Tax Act, given an interpretation of its provisions. 


@ Where a particular type of transaction fits within the provisions of the Act but is 
perceived to have unintended revenue consequences, Revenue Canada, Taxa- 
tion should communicate its perceptions to the Department of Finance for that 
Department's consideration in proposing amendments to the Income Tax Act. 
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@ The objectives of the rulings directorates should be restated to bring them into 
line with the new Declaration of Taxpayers Rights. In particular, this restating 
should: 


— emphasize that the judgement used in interpreting legislative provisions 
should be based solely on the wording of the statutes, regulations and any 
relevant jurisprudence; and 


— emphasize taxpayer service. 


23.3.2 FINDING: IMPORTANT ADVANCE RULINGS WERE NO 
LONGER PUBLISHED 
Background 


Advance rulings show the application of the law to a particular factual situation, 
thereby clarifying the law to an extent not possible with the more general concepts 
expressed in an Interpretation Bulletin. Many of these rulings deserve wider publica- 
tion; however, at the time of our review, the Department had ceased to publish any 
advance rulings. 


Many of the briefs and comments we received urged a return to the publication of 
advance rulings. For example, the British Columbia Institute of Chartered Accountants 
commented in its brief as follows: 


“Frequently matters which have been the subject of a ruling have wide applica- 
tion, and knowledge of Revenue Canada’s interpretation would assist taxpayers 
in both planning their affairs and complying with the requirements of the Income 
Tax Act. . .. We recommend that Revenue Canada should publish every ruling 
which it grants and should delete the names of taxpayers from published rulings 
in order to avoid any breach of the confidentiality requirements of the Income Tax 
» Act. 

It is thought that the publication of all advance rulings may actually reduce the - 
number of ruling requests as the possibility of duplication of requests on similar 
facts should be minimized.” 


The Department has expressed concern that a return to the practice of publishing 
rulings might result in a violation of certain taxpayers’ rights to confidentialty. For 
instance, if a ruling pertaining to a larger well-known corporation with a specific fact 
situation were published, it might be possible for the public to identify the corporation 
involved. However, we are confident that, in most cases, the Department should be 
able to sufficiently disguise the relevant facts to protect a taxpayer’s privacy. 


We believe the Department should publish all rulings in emerging areas as well 
as those of general interest. In the event of a question as to whether or not a particular 
ruling should be published, the Department should lean toward publishing rather than 
not publishing. 


After consideration of our preliminary recommendations the Department took the 
following action. 
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Revenue Canada, Taxation Action 


The Department has announced that the publication of rulings will resume as 
soon as a realignment of resources permits. The format for such publication is under 
review. 


Recommendation 


e The policy of publishing advance rulings should be reinstated as quickly as 
possible. 


23.3.3 FINDING: MANY ADVANCE RULINGS WERE NOT 
PROCESSED AS QUICKLY AS NECESSARY 


Virtually all the comments we received indicated that a three month average 
turnaround on corporate advance rulings and a two month average turnaround on 
non-corporate rulings were too slow to be useful. Further, there was a backlog of 
advance ruling requests which could not be eliminated with existing resources. It is 
recognized that the existing staff is well qualified and is working at or near its limits. 
Accordingly, additional staff will need to be hired in this important area. 


Revenue Canada, Taxation Action 


The Minister of National Revenue has announced an immediate increase in the 
advance rulings staff. An additional 25 staff are authorized for 1985/86. 


23.3.4 FINDING: BILLING RATES FOR RULINGS PERSONNEL WERE 
TOO LOW 


In processing advance ruling requests, rulings officers record their time to the 
nearest quarter hour. The time spent is multiplied by the hourly rate to determine the 
cost to the taxpayer. Time spent by section chiefs, division directors and the Director- 
Generals in reviewing draft rulings is not billed. 


On June 23, 1980, the billing rates were increased from $30 an hour to $50 an 
hour, with the minimum fee increasing to $250 from $150. All of the rulings personnel 
are well qualified professionals. While these rates may have reflected market rates for 
the quality of service provided in 1980, they no longer do so. 


We believe that section chiefs and division directors should bill the time they 
spend in reviewing draft rulings. However, we do not feel that the Review Committee 
should bill its time in reviewing draft rulings, as it is not routinely involved in review. As 
previously noted, only those rulings which involve a new or contentious issue, or those 
rulings with wide application, are reviewed by this Committee. If the time spent by the 
Committee were billed, the effect would be to unfairly penalize those taxpayers who, for 
example, happened to be first to submit a request. 


Recommendations 


@ Thehourly billing rate for rulings personnel should be increased to a realistic fee, 
keeping in mind the “user pay” principle and the public service orientation of the 
service. 
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@ Section chiefs and division directors involved in preparing or reviewing draft 
rulings should bill their time. However, general policy discussions triggered by a 
particular request and Review Committee’s time should not be billed. 


23.3.5 FINDING: A COMPUTER DATABASE WOULD BE A 
VALUABLE MEDIUM FOR ASSESSING ADVANCE RULINGS 


We were impressed with the practice followed in the United States and by 
Revenue Canada, Customs and Excise in maintaining rulings on a publicly accessible 
database. Revenue Canada, Taxation does not have such a database. It would be 
valuable both to taxpayers and to department personnel by facilitating the use of the 
rulings. 


A similar database for advance rulings would fulfill a threefold function. First, it 
would allow taxpayers rapid access to issued rulings through modems to terminals 
located in the taxpayers’ offices. Second, it would provide a valuable research tool to 
rulings officers by storing, in an easily accessible form, precedents for use in drafting 
rulings on similar factual situations. Third, it would provide a reference tool for district 
and regional office use which would promote uniformity of treatment of taxpayers 
across Canada and likely eliminate a number of the district office inquiries currently 
being received. 


Recommendation 


@ Published advance rulings should be put on a database which could be 
accessed across Canada through taxpayers’ terminals, terminals within the 
rulings directorates and terminals located within the District and Regional 
Offices. These should be maintained on the same database recommended for 
Interpretation Bulletins and Information Circulars. 
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CHAPTER 24: 
REGISTRATION DIVISION 


24.1 INTRODUCTION 


This chapter discusses the registration and deregistration of pension and profit 
sharing plans, and of charitable organizations and Canadian amateur athletic associa- 
tions. It also describes the Division of Revenue Canada, Taxation that deals with these 
matters. 


Pension plans, retirement savings plans, deferred profit sharing plans, sup- 
plementary unemployment benefit plans, registered investments, home ownership 
savings plans and retirement income funds must be registered with the Department to 
permit planholders to obtain the intended tax treatment. Similarly, charitable organiza- 
tions and Canadian amateur athletic associations must be registered by the Depart- 
ment to permit taxpayers to obtain deductions for donations made to them. Political 
organizations are registered by the Chief Electoral Officer rather than by the Depart- 
ment. 


Registration permits the non-taxability of the income of the organization (other 
than registered investments) and the income tax deductibility of donations to it. 


24.2 DESCRIPTION OF SYSTEMS 


24.2.1. The Pension and Profit Sharing Plan Section 


The Pension and Profit Sharing Plan Section of the Registration Division is 
responsible for the registration and deregistration of retirement savings plans, pension 
plans, deferred profit sharing plans, home ownerships savings plans, retirement in- 
come funds, supplementary unemployment benefit plans and registered investments. 
The Section is also responsible for the annual review of information returns for these 
plans and, ona test basis, income tax returns of some of the registered entities. In 1983, 
approximately 1.3 million new retirement savings plans plus 200,000 other plans were 
registered. 


24.2.2 The Charitable and Non-profit Organizations Section 


The Charitable and Non-profit Organizations Section of the Division is responsi- 
ble for the registration, review of annual returns and revocation of registration of 
charitable organizations and amateur athletic organizations. In addition, this Section 
processes the returns of political parties and candidates to satisfy requirements for 
subsequent reporting to the Chief Electoral Officer. 


270 


Registration Division 


In total, there are approximately 49,000 charitable organizations registered for 
income tax purposes. During 1983/84, 4,000 new applications for charitable status 
were processed. Normally, about 14 percent are denied, although in 1983/84 this was 
approximately 18 percent. Most denials result because the proposed objects of the 
organization are too broadly or vaguely worded, or because the organization is 
apparently designed to help a limited self-interest group. A few applications are denied 
because the organization uses political means to impart a particular philosophy or point 
of view. The Department's view is that such an activity is not allowed by the Income Tax 
Act. It will not, therefore, permit registration. The Department recently adopted a 
procedure whereby, when it proposes to deny an application, it will advise the organiza- 
tion of the reason before issuing the denial. This gives the organization a chance to 
resolve the problem and to resubmit its application. 


Difficult cases are considered by the Policy Review Committee, which consists of 
the Director of the Registration Division, the Chief of the Charitable and Non-profit 
Organizations Section, the Group Head involved and the Division’s legal advisor from 
the Department of Justice. This committee has met weekly since it was set up in 
October 1983 and averages three cases per week. 


Should an organization wish to appeal a denial of registration, it has a statutory 
right to do so under subsection 172(3) of the Income Tax Act. The appeal procedure in 
this case is different from that followed for other income tax appeals. The appeal 
proceeds directly to the Federal Court, Appeals Division, rather than following the 
procedures outlined in the chapter on Appeals. 


It normally takes four to six weeks to process an application for registration of a 
new charitable organization. Processing might take somewhat longer when a difficult 
issue is involved requiring a legal opinion or the involvement of the Policy Review 
Committee. However, according to management, there are currently very few com- 
plaints about timeliness, and we heard none from the public. In 1982/83 the Department 
had a large backlog and was taking up to six months to process applications. This, 
according to the Director, was because it did not have enough properly trained person- 
nel and its procedures were poor. However, these problems were rectified and the 
backlog was eliminated by the Fall of 1983. 


The Department generally revokes registration as a result of organizations failing 
to file annual returns. Following revocation, many of these organizations do file and are 
reinstated. There have been no revocations for other reasons since 1980. 


Some audits of charitable organizations are carried out by the Audit Directorate. 
Until recently, approximately 50 such audits were carried out annually, with no involve- 
ment from the Registration Division either in the selection of audits or in the scope and 
methodology. 


24.3 FINDING AND RECOMMENDATION 


In this section we set out the finding identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 
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deficiencies associated with this finding and our suggestions for further improvement, 
where appropriate. 


24.3.1 FINDING: THERE WAS A NEED FOR CLARIFICATION ON 
WHAT CONSTITUTES A CHARITABLE ACTIVITY 
Background 


The definition of charitable activity in the Income Tax Act restricts charities by 
requiring that they be constituted and operated exclusively for charitable purposes. 
This definition has caused administrative problems for the Department. 


In 1978, the Department issued Information Circular 78-3, which was a review 
and presentation of the Department's interpretation of the law and which indicated 
those activities which were unacceptable for charities. 


Since the Department's interpretation of the law differed from that of many 
charitable organizations, there existed the potential for friction if the Department 
enforced its interpretation. For example, we were told that within the purpose and 
objectives of a major Canadian charity were the words “to urge governments at all 
levels to take legislative and financial action to further these objectives.” The policy 
statement which included this was approved by the charity’s national board of directors 
in May 1964. In March of 1984 (i.e., 20 years later), the Department wrote to the 
organization after receiving an application for registration from one of the organization's 
branches which quoted this objective as a means of explaining its policy with regard to 
certain political activities. This letter explained the Department's views of the meaning 
of a political objective and a political activity, permissible activities involving representa- 
tions to governments and limits thereon, and the circumstances under which represen- 
tational activities constituted political activity. It concluded by noting that, if the national 
organization was involved in any of the non-permissible representational activities, it 
could be compromising its charitable status. 


~ Since many large and reputable charitable organizations consider advocacy to 
be a part of their mandate, they may also be compromising their charitable status in the 
view of Revenue Canada, Taxation. 


The Department is enforcing the law as it interprets it, as it should. However, 
there has been widespread concern among charitable organizations that its interpreta- 
tion is incorrect or, if correct, that the definition of charitable objects is obsolete and 
inappropriate for the 1980s. 


We feel that the question as to which activities should be permissible for charities 
should be reviewed by the Government with a view to clarifying the current situation. 
Until this occurs, differences of interpretation will remain which will prevent the Depart- 
ment from fulfilling its mission and which will subject it to needless criticism. 


Recommendation 


@ The Government should review and clarify the law regarding activities accept- 
able for charitable organizations. 
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CHAPTER 25: 
SPECIAL INTEREST GROUPS 


25.1 INTRODUCTION 


A number of groups of taxpayers have received significant degrees of media 
attention, particularly over the past two years, with regard to their relationship with the 
Department. These groups include: 


— artists 

— farmers 

— fishermen 

— musicians 

— writers 

— small businesses 
— waiters/waitresses 
— native people 

— religious groups 

— charities. 


This chapter examines these special interest groups, their relationship with the 
Department and the publicity they have received. 


The special interest groups discussed in this chapter are, for the most part, 
taxpayers who carry on full-time or part-time small businesses and/or who receive their 
income in the form of cash. They often do not keep adequate books and records, are 
less likely to use professional advisors than larger corporations, and are generally less 
knowledgeable about the tax system. This group also includes a number of higher 
income, generally more knowledgeable individuals, who carry on sideline activities of a 
farming, sporting or hobby nature where the line between personal satisfaction and 
income potential may be blurred. 


Their disputes with the Department frequently arise over issues that are difficult 
to assess, such as the presence of a reasonable expectation of profit, the concept of a 
chief source of income (for farmers), and the difference between being an employee 
and being self-employed. 


25.2 THE RELATIONSHIP BETWEEN ARTISTS AND 
REVENUE CANADA, TAXATION 1983-84 


One of the groups most in the public eye in the last 12 to 18 months has been 
artists. They have been the subject of media attention, a parliamentary sub-committee 
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and several department press releases. We looked at the relationship of artists with the 
Department in detail as an example of the problems of taxpayers with special interests. 


Two situations triggered the publicity on this group. The first was the proposed 
reassessment of a British Columbia artist over the valuation of his inventory of paintings 
at the year-end. This artist gathered a great deal of media attention by threatening to 
burn his paintings. 


The other circumstance was a special audit project dealing with over 5,000 
individuals, including a number of artists, who sought to deduct business losses from 
other, primarily employment, income. To be deductible, losses must be from a 
business; that is, there must be areasonable expectation of profit. Expenses of a hobby 
are not deductible. The artists being reassessed, and organizations such as Canadian 
Artists Representation (CARFAC), complained that recognized professional artists 
were being considered hobbyists. For tax purposes, a hobbyist would include anyone 
engaging in an activity from which he or she had no reasonable expectation of profit. 


These two situations, coming together in the final months of 1983, resulted in 
almost daily media coverage and in action in the House of Commons and the Depart- 
ment. On December 13, 1983, a Sub-Committee of the House of Commons Standing 
Committee on Communications and Culture was given a mandate to review taxation 
and the arts. 


On June 19, 1984, the Sub-Committee issued its report to the House of Com- 
mons. One of the Sub-Committee’s key recommendations was that the Department 
take into account that artists may need many years to begin earning a profit from their 
efforts. On June 27, 1984, the Minister of National Revenue issued a press release 
concurring with this recommendation and containing assessing guidelines for artists 
and writers. 


The problem of distinguishing an artist who is legitimately carrying on a business 
with a reasonable expectation of profit from an individual who carries on artistic 
activities as a hobby is avery difficult one. This is also true of most individuals who carry 
on asecondary activity in addition to their main business or employment. The responsi- 
bility of the Department to ensure the equity of the tax system by reassessing taxpayers 
who take deductions to which they are not entitled was generally overlooked by many 
commentators on the artists’ tax dispute. 


25.3 COMMENTS ON OTHER SPECIAL INTEREST 
GROUPS 


Other special interest groups have had assessing difficulties with the Depart- 
ment. Farmers, musicians and writers have had disputes involving the interpretation of 
such issues as chief source of income, the difference between employed and self- 
employed, and the reasonable expectation of profit. Fishermen and waiters and wait- 
resses have been audited for perceived non-reporting of income. Other groups such as 
native people, religious groups and charities have had difficulties due to their special 
status for tax purposes. 
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25.3.1 Farmers 


A principal cause of the assessing difficulties with farmers is Section 31 of the 
Income Tax Act, which allows a farmer to fully deduct his loss only where farming is his 
chief source of income. This has hit hard at a number of taxpayers who, while getting 
started in the business of farming, continue to hold jobs to support themselves during 
the initial period of losses. 


It is unlikely that the assessing problems the Department has in dealing with 
farmers can ever be fully resolved without a change in the legislation. 


25.3.2 Fishermen 


Fishermen across Canada became the subject of a special audit project in 1979 
and 1980. The project was carried out because of perceived non-compliance with the 
Income Tax Act. This included non-reporting of cash sales, non-reporting of taxable 
government grants and, in some cases, a failure to keep adequate records of expenses 
incurred by the fishermen. 


In response to resulting complaints of harsh treatment, the Minister of National 
Revenue appointed Mr. William N. Rowe, a lawyer from St. John’s, Newfoundland, to 
prepare a report on the tax audit of the fishing industry. The report, which was submitted 
on November 30, 1982, generally did not disagree with the appropriateness of the 
reassessments and principally recommended significantly more leniency in the ap- 
plication of penalties and interest and in the collection policy of the Department. 


25.3.3 Musicians 


The primary issue brought to public attention by musician’s groups has been the 
characterization of symphony musicians as either employees of the symphony or 
self-employed individuals. If the terms of their contract indicate that they are self- 
employed, they are able to claim substantial deductions, including depreciation ex- 
pense on instruments. ‘ 


The Department's recent approach has been to assist the orchestras in explain- 
ing how a proposed contract will affect the employment status of the musicians rather 
than immediately applying reassessments based on existing contracts. 


25.3.4 Writers 


Writers have experienced difficulties similar to those of artists in establishing that 
they are carrying on a business with a reasonable expectation of profit. The assessing 
guidelines for writers issued on June 27, 1984 should assist District Offices and 
taxpayers in determining whether particular writers are entitled to deduct business 
losses from their other sources of income. 


25.3.5 Small Businesses 


The concerns of the small business organizations include all aspects of tax policy 
and administration. They are therefore dealt with throughout this report. 
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25.3.6 Waiters and Waitresses 


Waiters and waitresses have been the subject of a number of special audit 
projects, centering on the non-reporting of income from gratuities. 


As with fishermen, waiters and waitresses have frequently been championed by 
the press or politicians, although they are clearly required by law to pay tax on their 
gratuity income. 


25.3.7 Native People 


A number of legal disputes have arisen in recent years concerning the extent to 
which income which is earned off the reserve by treaty Indians living on reserves is 
exempt from tax under the Indian Act. This issue has been disputed in the courts for the 
past several decades, and is part of the larger issue of the relationship between native 
groups and the Government of Canada. Recognizing the special nature of the issue, 
the Department has made a number of concessions. 


25.3.8 Religious Groups 


Both religious and ethnic groups differ from the other special interest groups 
discussed in this chapter in that their identifying characteristics do not centre on the 
nature of the occupation or business activities they carry on. Rather, they are distin- 
guished by their ethnic background, beliefs or lifestyle. In 1979, for example, the 
Hutterites, who live communally in Alberta, were ordered by the courts to pay tax on the 
communal income earned by the group. Again, the basic issue is the degree to which 
the Department can or should take special circumstances into consideration in deter- 
mining tax payable. 


25.3.9 Charities 


Religious groups also fall within the more general category of charities, which 
have had disputes with the Department in recent years over several issues. First, as 
discussed in our chapter on the Registration Division, the Department has examined 
whether some charities should be deregistered for carrying on what could be charac- 
terized as political or lobbying activities. Second, there is the problem of whether 
charitable donation receipts can be issued for certain payments which may relate to 
fundraising dinners, religious school tuition, or other activities where it is unclear what 
portion relates to the charitable donation and what portion is payment for services or 
other benefits to the donor. 


The Department's procedure in recent months has been to attempt to work with 
charities to iron out problems rather than immediately to initiate steps to deregister the 
charity. As is the case with symphony musicians, this consultative rather than adversa- 
rial relationship is a positive one. 


25.4 FINDINGS AND RECOMMENDATIONS 


In this section we set out the findings identified in the course of carrying out the 
study, the action taken by Revenue Canada, Taxation with regard to certain of the 


Chapter 25 279 


deficiencies associated with these findings and our suggestions for further improve- 
ment, where appropriate. 


25.4.1 FINDING: MUCH OF THE CRITICISM OF THE DEPARTMENT 
WITH RESPECT TO THEIR TREATMENT OF SPECIAL 
INTEREST GROUPS HAS BEEN UNFAIR AND NOT IN THE 
BEST INTERESTS OF EQUITY IN THE TAX SYSTEM 

Background 

For a taxation system to be perceived as being equitable, all taxpayers must 
believe that other taxpayers are paying their fair share of taxes. It seems illogical to 
criticize Revenue Canada, Taxation for reassessing: 

— part-time artists with no expectation of profit wno deduct art materials and travel 
costs to vacation areas from their salary income; and 

— waiters and waitresses who do not pay income taxes on gratuities while people 
on salary, with perhaps lower incomes, have it deducted at source. 


Recommendation 
@ The Department should continue to monitor special interest taxpayers to ensure 
that they pay their fair share of tax based on an evenhanded interpretation of the 
law. 


25.4.2 FINDING: THERE WAS A NEED FOR INCREASED 
COMMUNICATION BETWEEN REVENUE CANADA, 
TAXATION AND OTHER GOVERNMENT DEPARTMENTS ON 
THE PROBLEMS AND CHARACTERISTICS OF SPECIAL 
INTEREST GROUPS 

Background 

Because Revenue Canada, Taxation’s assessing policy has potential impact on 

other government departments and programs, it is important that consultations be . 

carried out between the departments that deal regularly with special interest groups 

and Revenue Canada, Taxation. These include the Departments of Communications, 

Agriculture, Fisheries, and Indian and Northern Affairs. These departments are knowl- 

edgeable about the special characteristics of these groups and, although their objec- 

tives differ, they can provide Revenue Canada, Taxation with valuable input in design- 
ing their assessing guidelines to most equitably fit the circumstances of the group. 


In order to carry on these consultations, it is necessary that Revenue Canada, 
Taxation make a conscious effort to identify the existence of special interest groups that 
may have special concerns within the taxation system. 


Recommendations 


@ Whenconcerns arise about potential underpayment of tax by a particular group 
of taxpayers, Revenue Canada, Taxation should consult with any other govern- 
ment departments dealing with that group where such consultation could in- 
crease the Department's awareness of the special circumstances of the group. 


280 


Special Interest Groups 


e District Offices should convey to a central source within the Department, in- 
formation of which they become aware relating to concerns of special groups of 
taxpayers with regard to tax legislation or department assessing policy. 


25.4.3 FINDING: THERE WAS A NEED FOR GREATER 
CONSULTATION WITH SPECIAL INTEREST GROUPS 
Background 


Audit projects on special interest groups can take several years to complete. 
Thus it would be preferable, whenever possible, to initiate consultation as soon as 
problems with a particular group have been identified, rather than after reassessments 
have been issued. Further, this consultation should be maintained on an ongoing basis. 


Revenue Canada, Taxation Action 


As part of its commitment to consultation, Revenue Canada, Taxation has taken 
several steps recently to obtain the input of special interest groups in policy formulation. 


On December 18 and 19, 1984, department officials met with representatives of 
22 arts organizations at a workshop-style conference. This conference was designed to 
assist artists and writers in obtaining a better understanding of current tax law and 
departmental policy and allow enhanced feedback concerning the special needs and 
concerns of this group. 


On January 28, 1985, the Department of National Health and Welfare released a 
consultation paper on child and elderly citizen benefits. In this paper, two alternative tax 
scenarios were presented and comments from the public were initiated. 


On January 31, 1985, the Department of Finance released a discussion paper 
entitled “Tax Issues in Agriculture”, providing background information on restricted 
farm losses for part-time farmers, the taxation of capital gains on farm land and 
proposals for instituting agriloans as a low interest financing mechanism for farmers. 


On February 7, 1985, the Department of Consumer and Corporate affairs tabled 
a “Consultation Paper on Small Business” in the House of Commons. In the paper, 
basic issues for discussion were raised and goals suggested to improve the small 
business sector. Public hearings on the issues raised were held in major business 
centres across Canada from February 25 to March 15. A “collect” telephone number 
was provided for interested parties to call to obtain copies of the paper. 


Recommendations 


e Where compliance problems with a group of taxpayers distinguishable by its 
special activities or other characteristics are identified, efforts should be made to 
initiate consultations with the group as early as possible. 


e The practice of releasing discussion papers and soliciting comments from 
special interest groups before instituting policy changes affecting them should 
be continued. 


@ Where a group of taxpayers has ongoing concerns with the taxation system, 
consideration should be given to establishing an appropriate mechanism to 
bring together Revenue Canada, Taxation officials, taxpayer representatives, 


Chapter 25 281 


and officials from other concerned government departments on an ongoing 
basis. 


e The Department's current efforts to assist taxpayers or organizations (such as 
symphony orchestras or charities) in their genuine attempts to alter their cir- 
cumstances to fit within the provisions of the law should be strengthened. 


25.4.4 FINDING: SOME TAXPAYERS IN SPECIAL INTEREST 
GROUPS NEEDED INFORMATION TO ASSIST THEM IN 
UNDERSTANDING AND COMPLYING WITH THE APPLICABLE 
TAX PROVISIONS 

Background 


The Department has made information available to some of the special interest 
groups discussed in this chapter, such as the Tax Guides for Farmers and Fishermen 
and the booklet on “Income Tax and the Small Business”. However, other groups have 
not had special sources of information tailored to their needs. Since many of the 
lower-income taxpayers in these groups do not have access to professional tax 
advisors, this information needs to be contained in publicly available booklets that are 
easy to read (rather than, or in addition to, Interpretation Bulletins or other sources). 
These booklets need to cover assessing guidelines and other interpretive matters, in 
addition to information on more routine matters such as required forms. 


Recommendations 


e As special groups are identified and assessing guidelines developed, publica- 
tions should be prepared that will assist taxpayers in complying with the law. 
Representatives of these special interest groups should be consulted with 
regard to the content and format of these publications. 

@ The Department should ensure that booklets prepared for special interest 
groups are well publicized and distributed to the taxpayers concerned. 


25.4.5 FINDING: ASSESSING GUIDELINES FOR SPECIAL INTEREST 
GROUPS WOULD ENCOURAGE UNIFORM ENFORCEMENT 
OF THE INCOME TAX ACT 

Background 


Where special interest groups have been identified, the Department should 
determine whether existing assessing guidelines are adequate to deal with the group, 
or whether it is necessary to develop guidelines that would more effectively guide 
district office officials and taxpayers on how the tax legislation applies to this group. This 
would facilitate uniformity of treatment among District Offices. 


Recommendation 


e@ The Department should review on an ongoing basis whether assessing guide- 
lines should be developed or expanded for any particular special interest group. 
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The Minister of National Revenue, the Honourable Pierre Bussiéres, 
announced today that he has retained the services of Mr. W.A. Farlinger, a senior 
partner in the firm of Woods Gordon, to conduct a study of the administration of the 
Income Tax Act. 


The terms of reference require that the consultant, keeping in mind the legiti- 
mate rights of the taxpayer and the need to foster the public’s support of a self- 
assessing tax system, reviews and makes recommendations upon: 


(a) the adequacy of the level of the department’s services to the public, and 


(b) in terms of scale, evenhandedness and consistency, scope and timeliness, 
the adequacy and sensitivity of the department's audit and assessing activi- 
ties. 


More specifically, the consultant will review: 


(a) field and Head Office organizational arrangements, particularly in light of 
new communications technologies; 


(b) operating policies and procedures to ensure that tax statutes are adminis- 
tered equitably and fairly; 


(Cc) communications systems, both externally with the public and internally; 


(d) management information systems from the standpoint of facilitating man- 
agement planning and control; 


(e) standards against which operations can be measured: 
(f) the department's training and management development programs. 


While the confidentiality of taxpayer information will be protected, the consultant 
will be given access to such information and documents as are relevant to the conduct 
of the assignment. He will receive data in the form of workload indicators and response 
times to enable him to analyze departmental experience over the past few years and 
forecasts of probable future trends. 


No less important are the department’s enforcement activities. Here, again, the © 
department has faced increasing pressures, caused by the same underlying factors: 
growing taxpayer populations (individuals, corporations, small businesses, part- 
nerships, etc.) and the greater complexity of our society and of our tax laws — all 
against a backdrop of tight restraints on available departmental resources and of 
increased public interest in and sensitivity to matters of enforcement. 


The department has attempted to meet these pressures — and those emanat- 
ing from the services to the public area — in a variety of ways, principally by: 


— expanded resources, though as noted, under severe restraints; 
— optimum deployment of resources; and 
— mechanization to state of the art levels. 


Still, the pressures on its enforcement activities mount — and will continue to do 
so. Thus a second aspect of the proposed study will be to evaluate the effectiveness 
of, and make recommendations on, these departmental activities. 
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Press Release 


Canada’s tax system is based on the principle of self assessment. Yet because 
of this growing complexity of our tax laws, taxpayers experience increased difficulties 
in completing their returns not only to ensure they are complying with the laws, but 
also to ensure that they are availing themselves of the various forms of tax relief to 
which they are entitled. 


This greater complexity has given rise to increased needs for services to 
taxpayers in the form of information and advice of various kinds. Whatever its form, 
assistance to the taxpayer is regarded by the department as a mandatory service: 
indeed it follows directly from the self-assessment principle. The very fact that tax- 
payers — individual and corporate — are required to calculate their own tax requires 
that they be given the assistance they need to do so. From the department's standpoint, 
an added reason for providing assistance services is that this is likely to reduce the 
need for tax collection and enforcement activities (involving reassessment and the like) 
which, in turn, can result in savings in the resources required to carry out these 
activities. 


The main object of the proposed study, then, is to evaluate what the department 
is doing with respect to its services to the public and to make recommendations on 
what more might be done. 
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Issued under the Authority of 
The Minister of National Revenue 
July 26, 1984 


Revenue Canada, Taxation is responsible for administering all income tax leg- 
islation enacted by Parliament and is also responsible for the administration of related 
provisions of other legislation, namely, the Petroleum and Gas Revenue Tax Act and 
certain sections of the Canada Pension Plan and the Unemployment Insurance Act. 
Revenue Canada, Taxation also has responsibility for the administration of tax collec- 
tion agreements with certain provinces and, in this capacity, it administers most 
provincial income tax laws. Similarly on the international front, Revenue Canada, 
Taxation administers Canada’s many double taxation treaties. 


In order to determine clearly Revenue Canada, Taxation’s mandate it is neces- 
sary to examine the tax system and the objectives which that system seeks to achieve. 


The Canadian tax system is designed to collect taxes on both an individual and a 
corporate level and as such is an integral part of the government's overall fiscal policy. 
In administering such fiscal legislation, Revenue Canada, Taxation plays a crucial role 
in the overall revenue-raising activities of the government, revenues essential to its day 
to day operations. 


As with any revenue-raising enterprise, it is essential that it be managed in as 
efficient a manner as possible so as to generate the necessary revenues at a minimum 
cost in terms of administration and compliance. 


In addition, Revenue Canada, Taxation, as administrator of the tax system, finds 
itself responsible for the administration and management of the many social and 
economic programs that are implemented through the tax law. Together with other 
departments, it plays a key role in the development of such programs, in monitoring 
them to see if their objectives are met, and in ensuring that they are well understood by 
the public. : 


Under the Canadian tax system, each taxpayer is required to calculate his or her 
tax payable. This self-assessment system is the most economical to administer and 
has been widely accepted by Canadians. 


This system requires the taxpayer to compute taxable income and the amount of 
tax payable. These self-assessment features of the system make it essential that 
Revenue Canada, Taxation provide taxpayers with an extensive range of services so to 
ensure that they understand the tax system and are fully aware of their rights and 
obligations under the system. These services should focus primarily on assisting the 
taxpayer in securing his rights under the various social and economic programs 
embodied in the tax system and in meeting his obligations. This should facilitate and 
foster voluntary compliance. 


Another essential part of the tax system is that it achieve its fundamental 
revenue-raising objectives while at the same time maintaining equity within the tax 
system. Indeed, the vast majority of Canadians pay their taxes by way of deduction at 
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source. Revenue Canada, Taxation must therefore take measures to ensure that the 
fiscal burden is not inequitably supported by those taxpayers who regularly pay their 
share of taxes. Therefore, as such, Revenue Canada, Taxation’s role as administrator 
includes the responsibility to undertake such review and enforcement actions as are 
reasonable and proper to ensure the tax has been correctly computed and to detect and 
discourage tax evasion. In addition, Revenue Canada, Taxation has the responsibility 
to see that taxes due are paid. 


Since the burden for recordkeeping necessary for the proper calculation of taxes 
falls on the taxpayer, the self-assessment system, which requires taxpayers to calcu- 
late and remit their own taxes, is generally efficient for the determination of a taxpayer's 
liability for taxes. Considering the number of persons who must pay Canadian income 
taxes and the variety of their sources of income, the self-assessment system together 
with the source deduction rules works well. 


However, Revenue Canada, Taxation must recognize that one of the most 
important factors in keeping the system running efficiently is the co-operation of the 
Canadian public with whom it must deal in carrying out its mandate. 


To ensure a favourable climate for co-operation, public confidence in the integrity 
of the tax system is essential. The system must therefore be administered fairly and 
reasonably and with a minimum of disruption and the assurance that taxpayers’ rights 
are respected. 


Furthermore, while the tax system must operate within the confines of the law, it 
is essential these laws be applied with reasonableness, common sense and good 
judgment so as to develop the necessary public trust and co-operation. 


If the system is administered and is perceived to be administered in such a 
fashion, widespread co-operation should follow and efficiency improve. 


In summary, due to the inherent complexity of the tax system and the fact that 
incorporated in it are many social and economic policies which must be known and 
understood by the public, the efficiency of the system depends upon the provision of 
extensive services to the public, including effective communications and a reasonable, 
yet firm, administration of the law. 


Revenue Canada, Taxation’s mission can best be summarized as follows: 


The mission of Revenue Canada, Taxation is to apply laws fairly and cou rteously, 
so that every taxpayer pays the correct amount of tax — no more and no less: 


The best and cheapest way to achieve that is for taxpayers to assess them- 
selves, to volunteer the necessary information and pay their allotted share; 
To make that possible, the government must: 
— Help people know both their rights and their obligations; 
— Administer the law promptly and with good judgment; and 


— Verify returns, detect the few who do not comply at the expense of the many, 
and take appropriate action. 
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OPERATIONAL PRINCIPLES 


The principles by which Revenue Canada, Taxation should be guided in carrying 
out its mandate and attempting to achieve its objectives can be broken down into five 
key areas, the elements of which are set out in more detail in the pages that follow. 
These are: 


ifs 


Good service to the public and effective communications to ensure that the 
self-assessment tax system is well understood: 


Appropriate review and adjustment procedures to ensure that the self- 
assessment tax system works effectively and in conformity with the law; 
Impartial objection and appeal processes to reconcile differences; 

An efficient tax collection system that causes a minimum of disruption to ensure 
voluntary compliance and to control tax evasion: 

Accountability to guarantee that the system is operated efficiently and fairly, in 
conformity with government policy and in a manner that is responsive to the 
rights and needs of taxpayers. 


1. Services to the Public 


Wed 
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Proper service to the public requires timely, concise and accurate com- 
munication to the taxpayer of all relevant information. Such communication is 
a necessary feature of an effective self-assessment system. 


Communications should promote good understanding of the tax system in 
order to facilitate and encourage voluntary compliance. 


Services provided to the public should promote the knowledge and under- 
standing of the various social and economic policies and objectives which are 
implemented through the tax laws. 


Communications by Revenue Canada, Taxation personnel to the public 
should also aim at ensuring an understanding by taxpayers not only of their 
obligations but also of their rights under the system. 


Services should at all times be provided in a courteous and helpful manner. 


As an important aspect of such service to the public Revenue Canada, 
Taxation should ensure that major changes in the law, its interpretation and 
its administration are communicated to taxpayers on a timely basis and 
Officials made available to provide explanations and to answer taxpayer 
inquiries. 

Officials should be readily accessible and have the required knowledge to 
assist taxpayers in completing their income tax returns and taxpayers should 
be able to discuss their tax affairs with officials in person, if needed. By 
providing such information and assistance to taxpayers, compliance with the 
system should be enhanced. 


Good service to the public also requires effective communications with tax 
practitioners so as to obtain and maintain their trust and co-operation. Sup- 
port from this group is essential in maintaining an effective self-assessment 
system. 


Services provided, including communications, should ensure that the public 
is kept abreast at all times of current Revenue Canada, Taxation interpreta- 


i ______ 


Mandate and Operational Principles 


292 


tions particularly in areas where the law needs clarification. These interpreta- 
tions should be reasonable, fair, and consistent across the country. 


The public should be made aware that all information communicated to 
Revenue Canada, Taxation is kept in strict confidence except in those 
specific cases where laws expressly otherwise provide. Public confidence in 
the security of this information is essential to the maintenance of an effective 
self-assessment system. 

Finally, in order for Revenue Canada, Taxation to achieve the goals de- 
scribed above, it is essential that its personnel receive adequate training so 
that it will be in a position to provide efficient service to the public in all 
respects. 


2. Review and Assessment 


This area includes all those activities and procedures in Revenue Canada, 
Taxation intended to verify returns, make and adjust assessments, and perform audits. 
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The initial assessing should be done as accurately and promptly as possible 
so that the assessment process can be completed with a minimum of delay. 


Taxpayers who provide additional information concerning their returns 
should be able to have that information processed without encountering 
unreasonable delay. 


Any enquiry made of a taxpayer by Revenue Canada, Taxation during initial 
assessing should be made courteously and in a manner that can be fully 
understood by the taxpayer. Where an adjustment is proposed, the taxpayer 
should be advised before the initial assessment and be given appropriate 
explanations and information. Furthermore, he should be given every possi- 
ble opportunity to discuss the matter with officials, and, where necessary, to 
provide them with additional explanations and information. It is therefore 
essential that Revenue Canada, Taxation personnel receive proper training 
in order to meet their obligations in this regard. 


A taxpayer should be kept informed of all his rights under the assessment 
process and those rights must be respected at all times. Officials of Revenue 
Canada, Taxation should ensure that taxpayers are treated courteously at all 
times. 


Audits should be carried out on a regular and systematic basis to ensure that 
cases of non-compliance are detected at an early stage while at the same 
time ensuring that taxpayers are made aware on a timely basis of any areas 
which might give rise to a dispute with Revenue Canada, Taxation. 


The level of review and audit should be related in part to the potential for 
non-compliance and those taxpayer groups with the highest tax change 
potential. However, this cannot be to the exclusion of other groups who have 
difficulty in complying with the law and who require assistance. Resources 
must be dedicated to both areas of activity, as greater compliance is achieved 
not only through enforcement but also through increased knowledge. 


The review and audit process should be seen and perceived to be fair by 
taxpayers. This can be achieved by the exercise by Revenue Canada, 
Taxation officials of good judgment and common sense. 
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Adjustments to a taxpayer's return as a result of an audit should be discussed 
with the taxpayer before reassessment to ensure that they are properly 
understood and the taxpayer should be given an opportunity to respond 
before an adjustment is made. Adjustments resulting from differences in 
interpretation of the law should always be carefully reviewed by Revenue 
Canada, Taxation. Good judgment, common sense and a reasonable 
approach should be exercised in its interpretation of the law to ensure that it is 
applied consistently and fairly and that provisions are interpreted reasonably, 
having regard to the intent and purpose of the provision in question. Fewer 
objections and appeals will result if taxpayers understand the reasons for the 
making of adjustments and if decisions in this regard by officials are well 
reasoned and applied consistently. 


3. Objections and Appeals 


3.1 


3.2 


3.3 


In order to ensure that it is an independent and objective process, the 
objection and appeal functions should be separate from the review and 
assessment functions and communications should ensure that taxpayers 
understand this distinct separation of functions. 


As with the review and assessment functions the objection and appeal 
process should be carried out with an emphasis on good judgment and 
common sense. Taxpayers should be kept fully informed of their rights under 
the objection and appeals process and of decisions being taken with regard 
to their objections and appeals. Officials should be available, where neces- 
Sary, to discuss taxpayers’ affairs with them on a personal level. This should 
ensure that taxpayers understand the position taken by Revenue Canada, 
Taxation and that they do not needlessly pursue the appeal process. 
Objections and appeals should be dealt with as expeditiously as possible, 
always bearing in mind the need for properly informing the taxpayer before 
final decisions are made. 


4. Collection 


4.1 


4.2 


4.3 


Revenue Canada, Taxation has the responsibility to ensure that the tax 
system works as effectively and impartially as possible and that it is perceived 
as such by the public. An important element of Revenue Canada, Taxation’s 
responsibility is to maintain a firm yet reasonable tax collection process. Such 
a process should assist in achieving a high level of voluntary compliance and 
should ensure that the system is perceived as being applied equitably by the 
high number of taxpayers who are subject to the withholding tax rules. 


The collection system should be applied in a consistent manner to all tax- 
payers so that it is and is seen to be fair. 


Reasonable collection arrangements are an important feature in ensuring 
public acceptance of and compliance with the tax collection process. Tax- 
payers should be informed of the possibilities in certain circumstances, of 
negotiating alternative payment or security arrangements with Revenue 
Canada, Taxation and officials should be available to discuss these possibili- 
ties with them. 
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4.4 


4.5 


As in all other areas of the system, taxpayers should be informed of their 
rights throughout the tax collection process and officials should be sensitive 
to and respectful of these rights. 


Legal action taken where appropriate by Revenue Canada, Taxation to 
collect outstanding sums should only be initiated after every feasible effort 
has been made to discuss the matter with the taxpayer and satisfactory 
arrangements for payment have not been made. 


5. Accountability 


5.1 
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5.3 


5.4 


5:5 


5.6 


The Government is responsible for the administration of income tax and 
related legislation and this responsibility falls on the Minister of National 
Revenue and the Deputy Minister of National Revenue for Taxation. 


The Deputy Minister of National Revenue for Taxation is accountable to the 
Minister for the efficient, fair and sound administration of the law and gui- 
dance is to be taken from the Minister in this regard. 


The Minister has the ultimate responsibility for tax administration and there- 
fore any action proposed by Revenue Canada, Taxation that could have 
significant taxpayer implication is to be approved by the Minister. 


Revenue Canada, Taxation is accountable for useful and effective service to 
the public and must therefore ensure that it provides prompt and courteous 
service directed to meet the needs of taxpayers. 


Similarly, Revenue Canada, Taxation is also responsible for ensuring that its 
employees respect the rights of the public being served and should be 
sensitive and responsive:to the public’s needs and interests. 


As part of its service to the public, Revenue Canada, Taxation must be 
responsive to taxpayers’ complaints. Taxpayers should be encouraged to 
make positive suggestions as to how to improve the system and enhance its 
efficiency. Any significant complaints or suggestions from individual tax- 
payers, Members of Parliament or advisory committees and other groups are 
to be fully reviewed and the Minister of National Revenue advised. 


Conclusion 


Revenue Canada, Taxation must always recognize that the self-assessment 


system is best served by ensuring that taxpayers respect and trust the tax administra- 
tion and are well informed as to how the system functions and as to the role they must 
play within that system. These objectives are crucial since taxpayers will only comply 
with the self-assessment system if they know what the rules are and if they have 
confidence in their fair and reasonable administration. As a result, good communica- 
tions, judgment, common sense and a courteous, yet appropriately firm, attitude are the 
hallmarks of a good tax administration. 
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Reproduced below is a letter dated April 2, 1984 from Pierre Bussiéres, Minister of 
National Revenue to Deputy Minister Harry Rogers concerning the administering of tax 
laws. 


Mr. Harry Rogers 

Deputy Minister for Taxation 
123 Slater Street 

Room 1032 

Ottawa, Ontario 

K1A OL8 


Dear Mr. Rogers: 


As you begin your important new work for the Government and people of Canada 
| felt it would be helpful to outline for you my views about some of the issues and 
opportunities that face the department at this time. My views have been shaped by 
debate in the House of Commons, letters from Canadians, meetings with officials and, 
during the past month, including personal visits to Revenue Canada offices. 


Recommendations from the Woods Gordon Management Consultant Study 
should be in our hands during the early fall and major changes should await the results 
of their work. 


But from comments by taxpayers and discussions with tax practitioners, Woods 
Gordon and departmental staff across the country, it appears to me that there are a 
number of issues and concerns that should be dealt with at this time. 


The most important issues are the following: 


1. Taxpayers and departmental staff need to have a clear understanding of the 
department's objectives and role. Canada’s tax system is based on the principle 
of self-assesment. | believe the department's role is to support this system with 

» good service to the public, equitable administration of the Income Tax Act 
balanced with measures to verify and adjust returns and collect taxes. 


2. Canadians are concerned about the powers given to the department under the 
Income Tax Act. They must be assured that these powers will not be abused 
and that the department will use its powers only for their intended purpose of 
ensuring that taxes are collected fairly. 


3. Some Canadian taxpayers have come to see Revenue Canada as an adver- 
sary. Through even handed and reasonable treatment of all taxpayers and by 
promoting an understanding of the Income tax Act and the rights and obligations 
of taxpayers, we must ensure a clear understanding of the department and its 
role. 


The Department’s Role 


There are anumber of principles that | know people in the department use in their 
day-to-day work but | believe that it is worthwhile to restate our objectives to members 
of the department and to the general public so that there is no misunderstanding about 
the basis on which Revenue Canada operates. The principles are as follows: 


— The Federal Government believes that Canada’s tax system should be based 
on the principle of self-assessment and that this system best reflects the values 
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and interests of Canadians generally while being the most ecnomical to admi- 
nister. The department should take all steps necessary to enhance this system. 


It is Revenue Canada’s responsibility to support this system. This can be 
accomplished only through good service to the public, effective communica- 
tions, and by operating the tax system in a way that is fair, equitable and 
impartial and that is seen by the public to be fair, equitable and impartial. 


We must apply judgment and common sense in administering the tax system. 
We must remember that we are dealing with people and that their interests must 
be respected and their needs considered. Guidelines should be applied in ways 
that support the self-assessment system and Canadians must know that we 
respect the powers given to us under the Act and that they will never be abused. 


We must also ensure that all information about services, programs and facilities 
is readily available to taxpayers in a complete and understandable form. 
Particularly, taxpayers should be informed of their legal and constitutional rights 
and should be served promptly and efficiently with due regard to those rights 
including privacy, security, convenience and comfort. Their complaints should 
be fully investigated and satisfactorily resolved by an independent group within 
Revenue Canada. 


Powers 


We should also take steps to assure taxpayers that the department is using its 


powers with discretion and care. 


| am aware that the department is very concerned to guard against misuse of its 


legal powers particularly in the process of tax collection. | believe, however, that it is 
important, given recent expressions of taxpayer concern, that the department redouble 
its efforts to ensure that taxpayers are given every opportunity to meet their financial 
obligations before collection measures are applied and that safeguards are increased 
against the potential misuse of these powers. 


ils 


It is important that taxpayers, who will be subject to legal collection action, are 
properly informed before the action is taken so that every other reasonable 
option is adequately explored. The department’s guidelines should be revised 
to reflect this principle but specifically would you: 


— adjust correspondence leading up to legal collection action to make tax- 
payers aware of the full range of alternatives to satisfy tax obligations, 
particularly payments over time; 


— examine the introduction of direct personal contact with the taxpayer in the 
final stages before legal collection action is instituted. 


The department now has standard practices that require the supervisory review 
of files before collection action. Would you monitor these procedures to ensure 
that these practices are operating so that no collection action is taken without a 
careful and objective review. 


The department now registers with the Federal Court all debts that are likely to 
involve seizing property to satisfy a debt. Although very few of these claims are 
ever pursued, it is important that the department introduce a final check by 
district directors before collection action is taken by court officials. 
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Objections, Appeals and Taxpayer Satisfaction 


It is important that taxpayers know that objections and appeals are considered 


objectively by the department and that the department is concerned that audit and 
assessment processes are operating effectively. | would like you to review three interim 
measures to deal with this issue: 


We 


In order for taxpayers to have confidence in the process of objections and 
appeals it is important that these components of the department should have as 
much autonomy as possible. Significant independence already exists but, while 
Woods Gordon is assessing more permanent measures, would you consider 
reinforcing this autonomy by changing the reporting relationship of district units 
to the Director General of Appeals. 


The department should be more aware of the views and level of satisfaction of 
taxpayers. Measures to determine taxpayer satisfaction with audit, assessment 
and appeal activities should be introduced immediately. These measures 
should include surveys, questionnaires and interviews to confirm that these 
systems are operating fairly and reasonably for taxpayers. 


In order to ensure that the department is responding to public needs and 
perceptions it is important to maintain an overview of taxpayers opinions and 
problems. Could you therefore immediately put in place a means of monitoring 
and reporting on taxpayers’ satisfaction. This report should be made to me ona 
quarterly basis starting in September, 1984. 


Communications 


For the self-assessment system to operate properly, it is essential that we 


communicate effectively with individual taxpayers and tax practitioners. An internal 
task force on communications will be advising us more specifically on this issue but in 
the meantime we should take the following steps: 


Ts 


The department's telephone inquiry service should be extended into the even- 


_ ing hours, until say 9:00 p.m. until the end of the filing months. The usefulness of 


this practice should be evaluated for next year. 5 


Letters and messages to taxpayers should be reviewed and revised to make. 
them more understandable, personalized and courteous for the taxpayer. 
Where appropriate, correspondence should include an indication of taxpayers’ 
rights and responsibilities. | realize that the department is continuously review- 
ing and upgrading this material, however, a special effort is appropriate at this 
stage. 


The department should evaluate the introduction of more store-front services 
and the use of a greater number of sub-offices to make tax services more 
accessible to more Canadians. The experience that the department now has 
with the seasonal taxation assistance centres will be invaluable in determining 
the nature and type of service centre that could be introduced. 


Members of Parliament serve an important role in assisting taxpayers with their 
concerns. Would you please confirm that the Department is supporting this 
process by formally identifying a contact for members of Parliament in each 
District Office. 


Liaison committees with tax practitioners should be formally established in each 
District Office to assure effective comunications on technical issues. 
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6. Anunderstanding of the tax system and how interpretations affect the filing of 
returns is essential to support the self-assessment system. The department is 
already actively involved in distributing interpretive material. Could you examine 
ways to improve the distribution of this material as well as measures to stabilize 
interpretations despite the complexity of the tax law. 


Administration 


Taxation centres have become progressively more efficient and effective in 
processing returns. This year, for example, the processing effort has been very suc- 
cessful and | understand that the department is now ahead of its expected schedule. 


You have also taken steps to make information from taxation centres more 
accessible through much improved inter office telecommunications. Would you take 
particular action during the next few months to continue to improve information accessi- 
bility from taxation centres both to help the invididual taxpayer and to support the work 
of various elements of District Offices. 


Training is essential for all employees in all activities in the Department. Would 
you take steps to ensure that our training programs reflect the principles expressed in 
this letter and that training is oriented towards service to the public. Particularly, the 
training of auditors should ensure adequate knowledge of the nature of the activities 
that they will audit. 


Summary 


| believe that these interim measures will respond immediately and clearly to 
many of the current concerns identified by taxpayers until longer-term actions can 
address these issues on a permanent and comprehensive basis. 


You take over as Deputy Minister at a crucial time for a department with a proud 
record of service to the public. The department is perceived to have a number of 
problems. Many of these result from external conditions such as a more complex body 
of law that reflects a more complex social and commerical world. But to maintain the 
self-assessment system, which has served us well, we must maintain public confi- 
dence by keeping pace with changing law and public expectations. | am sure you will 
find this assignment a rewarding challenge. 


Pierre Bussiéres 
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1985-1986 Annual Training Plan 


Executive Summary 
@ Appendix “A” — New Needs Identified and Related Costs 


@ Appendix “B” — Training Pofiles 


Centre for Career Development 
Management Services Branch 
Ottawa 

April 1985 
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1985-1986 Annual Training Plan 
EXECUTIVE SUMMARY 


Significant changes are proposed to improve the administration, the quality and 
the quantity of departmental training. While main-stream training courses are basically 
sound, the effectiveness of training in contributing to departmental objectives can be 
improved. 


Improvement should begin with the way in which training is managed. During 
1985-86 a major project having the following objectives will be carried out: 
® consolidate and update departmental training policy 
e clarification of the roles and responsibilities of line managers 
@ development of a training package on the identification of training needs and the 
evaluation of training, for line managers 
improvement of the annual training plan process 
updating information and reporting systems 


expansion of the evaluation of training efforts in support of departmental objec- 
tives. 


A major thrust for current initiatives is to close performance “gaps” through 
offering new or improved training courses. Proposed courses include: 


e International Tax Audit course — a new two-to-three weeks training course 
covering transfer pricing, royalties, management fees and other non-arms- 
length international issues. In addition, the course will cover foreign affiliate 
legislation and tax haven issues. 


e Current amendments training — continuation and expansion of training offered 
on new legislation. 


@ Modularization — an approach to improve current courses by more recognition 
of individual experience and previous education. 


e Corporate Reorganizations — anew five-part course covering complex legisla- 
tion. 


Partnerships — a new two week course. 


Self Study Tax Law Program — anew series of self study lessons intended for 
pre-classroom training and remedial training as identified by line managers. 


Additional initiatives are listed at Appendix “A” with resource implications. 


To have assurance that the right training is given at the right time to the right 
people, a more structured, mandatory system is proposed. What is required is the 
development of job-specific profiles outlining a schematic of training and development 
required for various entry characteristics. Appendix “C” explains the training profile 
concept. 


The improvement of departmental training programs has required allocation of 
additional resources to CCD and recognition of the impact of additional training on the 
district offices and taxation centres. A particular problem has been the ability of line 
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managers to provide CCD with resources to assist in the design, redesign and delivery 
of training courses. This has resulted in delays and at times in an inability to deliver the 
necessary training. CCD will in future be resourced to permit funding to those offices 
that provide the on-loan resources. 


Conclusion 


In terms of person days of total departmental training requested through the 
annual training plan process, there is a 14% increase over the 1984-85 forecast. An 
additional 33% increase related to new training courses will be available in 1985-86. 
The new training courses are supported by regional and head office functional officials. 


Departmental costs of the approved training plan covering salaries, travel, tuition 
and contracts total $32,208,000. Direct costs (travel, tuition and contracts) total 


$7,442,000. 
1985-86 Plan 

Person Salaries Travel Tuition Contracts 

Days ‘ (000) (000) (000) (000) 
Requested Training 167,500 +14% $18,116 $4,324 $1,636 $ 691 
New Training Proposed 48,800 +33% 000 RS 680 
Proposed 1985-86 — Plan 216,300 +47% $25,116 $5,497 $1,636 $1,371 
“over 1984-85 forecast 
Approved 1985-86 — Plan 214,050 $24,766 $4,809 $1,598 $1,035 


Costs reflect participant and instructor costs. Included in the approved total 
person days are 195 person years for CCD (an increase of 60) and 50 on-loan person 
years. Tuition includes the tuition reimbursement program, Public Service Commis- 
sion courses and the mandatory SM/EX training. : 


Requested and proposed training will result in 7.73% of total audit person years | 
being devoted to training and 3.35% of V & C person years. This compares to 3.83% 
and 2.98% respectively for 1984-85. 
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1985-1986 ANNUAL TRAINING PLAN 
NEW NEEDS IDENTIFIED AND RELATED COST 


PERSON YEARS 
ON-LOAN 


PROGRAM 


1) Management Training Programs 
a) How to deal with Harassment 
and Discrimination 
b) Performance Review 
c) Time Management 
d) Communication Skills 
e) Qualification Improvement Program 


2) Verification and Collection Training 

a) C.E.O. Study 

b) Conversion to Computer Based 
Training in Taxation Centres 
Programs 

c) Major redesign of French Office 
Exam Programs 

d) Investigative and Planning — PM2 
Collectors 

e) Payroll Audit course 

f) Redesign of all Source 
Deductions material 

g) Additional Collection 
initiatives 

3) Audit Division Training 

a) Flow Charts 

b) Current Amendments 

c) International Audit 

d) Corporate Reorganization 

e) Self-Study Tax Law 

f) Partnerships 

g) Estate and Trusts 

h) Modularizing Audit Programs 


4) Language Training 
a) Second Language Evaluation 
b) Basic Training in Jonquiere 
Taxation Centre 
c) To provide unexpected training 
identified by DO/TC/HO Directors 


Training Administration 

a) Problem identification 

b) Special Projects 

c) Project Management 

d) Micro Computer Training 


5 


— 


TOTAL ADDITIONAL RESOURCES 


Total CCD additional P/Y funding is 60 permanent plus 50 on-loan. Additional direct costs of 
$3,019,000 have been allocated to cover increased training travel, tuition, contracts and over- 
head. 
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1985-1986 ANNUAL TRAINING PLAN 
TRAINING PROFILES 


The department hires employees from various sources with varying levels of 
education, knowledge, skills and experience to meet its requirements. 


The concept of training profiles recognizes the varying entry levels to different 
positions as well as the training components essential to the attainment of acceptable 
job performance. A detailed identification of all positions requiring development of 
training profiles must occur. Following this the list should be prioritized. Task analysis 
and needs assessments must be performed to determine each task required to be 
performed for each position and the resulting training. 


The training would then be grouped into courses and comparisons with existing 
training would identify courses which are acceptable in their present state, modifica- 
tions required to existing courses and new courses that must be acquired or designed. 


The courses would be structured to ensure a logical sequence which would 
simulate the job requirements as much as possible. On-the-job training would be 
identified at appropriate intervals to permit practice of knowledge and skills learned. 
This on-the-job training will form an important link to the formal training received and it 
must therefore be structured. 


The basic training identified must be mandatory to ensure uniformity. Additional 
training for a specific position would be identified and provided to employees im- 
mediately preceding assignment of new workloads. Also, refresher training would be 
identified and provided at the appropriate timeframes. 


This principle will not only apply for employees new to the department but also for 
employees of the department promoted to any new position. Also, any changes 
affecting the performance of employees may result in additional training needs — i.e., 
technological changes, legislative changes, policy and procedural changes, organiza- 
tional changes, program changes and changes to departmental objectives. 


A typical example of a training profile for a University recruit with no experience 
follows. This profile is for a PM2 Field Audit position. 


5565 —— 000 0 OOOO 
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EXAMPLE 
TRAINING PROFILE — PM2 FIELD AUDIT 


Basic — Mandatory Training 


Orientation 2 weeks 
Basic Tax Law 4 weeks 
Field Audit Techniques 3 weeks 
* — Structured on-the-job training 8 weeks 
Investigative Audit — T1 Proprietors 2 weeks 
* Structured on-the-job training 8 weeks 
Net Worth 2 weeks 
* Structured on-the-job training 8 weeks 
TOTAL 37 weeks 


Additional mandatory training based on work assignments 


Audit of: Farmers 1 week 
Fishermen 1 week 

i Partnerships 2 weeks 
Corporations 2 weeks 


Refresher/Remedial/Update Training 


Selected Tax Law topics 


‘. — Self-Study Various 
— Flow Charts Various 
Tax Law Updates (Current amendments etc.) Various 


Training resulting from: 


Central agency mandatory training As Developed 
Changes to Departmental policies/procedures As Developed 
Changes to organizational structure — programs As Developed 
Technological changes As Developed 


* These parts of the profile are currently the only parts of the outline which are not 
available. 
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VALEUR EN DOLLARS DES COMPTES A RECEVOIR 
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(En fonction de la source des comptes) 
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COMPARAISON DES ACTIVITES DE COTISATION, DE VERIFICATION ET D’APPEL 


Dispositions des avis d’opposition 


Déclarations, Avis' Appel admis 
Vérifications Rajustements d’opposition dans sa Appel admis 
Source traitees traites recus totalite en partie 
(000’s) (000’s) (000's) (Pourcentage) (Pourcentage) 
Validation et Recouvrements 
COTISATION 1984 Tiel 2e ae 2 107 1957 45,7 122 
INITIALE 1983 15179 1 964 16,6 44,4 ei 
1982 14 765 1 854 11,0 44,7 14,9 
1981 14 681 1 865 9,0 41,3 15,8 
NON-VERIFICATION 1984 390 283 16,4 33,6 25,8 
1983 476 309 10,4 31,4 24,0 
1982 323 190 9,4 33,2 21,6 
1981 410 235 6,7 29,3 28,9 
BUREAU 1984 36,6 Ou, 6,9 18,0 43,3 
1983 50,8 41,3 5,4 1532 49,1 
1982 Sid 26,8 2,9 15,2 50,8 
1981 26,3 23,3 2,5 11,4 58,3 
Direction générale de 
la vérification 
VERIFICATION SUR 1984 42,3 32,4 7,8 ee 44,7 
PLACE 1983 42,5 32,9 6,9 13,9 45,2 
1982 42,5 sou Bo 16,2 44,8 
VERIFICATION AU 1984 20,5 16,6 4 223 40,0 
BUREAU 1983 20,4 16,4 3,6 19,7 39,3 
1982 19,7 15,4 2,7 18,8 40,4 
DOSSIERS DE BASE 1984 BZ 1,8 0,7 24,1 34,0 
1983 2,2 1,8 0,7 20,6 39,7 
1982 2,2 1,8 0,6 22,9 32,1 
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cle 


Vérification des déclarations T1 et T2 


Zi euyideyo 


Données Données Données Données 
réelles réelles réelles réelles Budget 

Vérifications des T1 et des T2 1979-80 1980-81 1981-82 1982-83 1983-84 
Années-personnes 3 583,3 ° 3 626,8 3 679,4 3 682,1 3 485,8 
Coidts en $ 
Salaires 75 663 196 80 547 017 93 497 442 105 714 113 106 100 587 
Voyages 4 340 524 5 077 332 5 875 713 5 979 818 6 436 203 
Autre 5 583 879 6 263 404 6 199 265 7 276 567 7 549 227 
Colts totaux en $ 85 587 599 91 887 753 105 572 420 118 970 498 120 086 017 
Avantages et données mesurables 
Population des contribuables 1 668 341 lev Oroile 1 847 330 1 948 544 2 010 595 
Dossiers verifiés et évalues 60 575 58 671 62 784 60 070 39 057 (2) 
Etendue (vérification) (5) 3.6 3,3 3,4 3,1 1,9 () 
Changement du revenu net en 000 $ 2 152 630 2 182 753 2 600 679 2 998 380 3 320 103 
Changement de l'impot net en 000 $ 550 434 548 926 684 081 792 934 867 220 
Coutts et avantages unitaires 
Cott par année-personne en $ 23 885 25 336 28 693 32 311 34 450 
Cott par dossier verifié en $ 1413 1 566 1 682 1 981 3075 
Cott par $ de modification de revenu en cents 4 4,2 4 4 3,6 
Cott par $ de modification de l’impdt en cents 15,6 16,7 15,4 15 13,8 

Changement de revenu par dossier vérifié en $ 35 537 37 203 41 422 49 915 85 007 () 

Changement de |impdt par dossier vérifié en $ 9 087 9 356 10 896 13 200 22 204 (a) 

Changement de |'impot par $ de 

changement du revenu en cents 26 25 26 26 26 

Changement revenu/impot — rapport 3,951 4,0:1 3,8:1 3,8:1 3,851 
Rapport avantages/cott 6,4:1 6,0:1 6,5:1 6,7:1 UN 


(a) Cas 


LL¢o 


TOUTES CATEGORIES 
DE VERIFICATION 
AU CANADA 


Déclarations T2 


PALIER DE REVENU | 
HT} 
ll 


PALIER DE REVENU IV 
Vv 


PALIER DE REVENU VI 
Vil 


Déclarations T1 
Catégorie 5 


PALIER DE REVENU | 
PALIER DE REVENU Il 


Ut 
IV 


Catégorie 4 
PALIER DE REVENU | 


PALIER DE REVENU Il 
HT} 
IV 


Catégorie 3 
PALIER DE REVENU | 


Catégorie 6 


T2 et 11 — Etendue de /a verification par palier de revenu 1981-1983 


ARRIVAGES DE DECLARATIONS 


1981 


270 
1 709 
5 614 


26 062 
88 625 


29 834 
264 945 


27 381 


55 242 
105 100 
501 432 


12 397 


17 588 
43 295 
86 586 


176 973 
129 760 


48 004 


1982 


208 
1 401 
4 425 


24175 
85 789 


80 792 
314 394 


24 030 


40 071 
82 912 
580 209 


10 825 


11 811 
37 903 
98 148 


157 581 
148 445 


48 275 


1983 


205 
1615 
4 287 


24 645 
77 506 


92 355 
361 577 


24 487 


40 036 
96 906 
601 009 


10 103 


9 416 
44 428 
101 842 


173 232 
236 233 


40 662 


PALIERS EN DOLLARS SUR TROIS ANS" 


Limite inférieure 


Minimum 
(000 $ ) 


200 000 $ 
25 000 
7 000 


1 500 $ 
300 


125$ 
0 


100 $ 


25 $ 
0 


TOUS NIVEAUX DE REVENIUS 


Maximum 
(000 $ ) 


300 000 $ 
35 000 
11 000 


2 200 $ 
500 


200 $ 
0 


200 $ 


35 $ 
0 


Limite supérieure 


Minimum 
(000 $ ) 


illimité 
200 000 $ 
25 000 


7 000 $ 
1 500 


300 $ 
125 


illimiteé 


300 $ 
125 
50 


illimité 


300 $ 
125 
50 


illimite 
25 $ 


Maximum 
(000 $ ) 


1 
illimité 


300 000 
35 000 


11 000 $ 
2 000 


500 $ 
200 


illimité 


500 $ 
200 
75 


illimité 


500 $ 
200 
75 


illimité 
35 $ 


TAUX DE VERIFICATION 
Pourcentage par rapport 
au nombre de 
déclarations regues 


1981 1982 1983 


30,74 32,69 44,88 
28,50 28,84 31,27 
18,61 19,57 17,66 


14,35 13,68 14,39 


7,25 7,30 6,90 
3,31 3,07 3,21 
1,33 1,29 1,30 
5,66 5,86 6,48 
5,55 4,81 5,56 
3,73 3,79 4,46 
1,21 1,21 ij22 
5,50 4,75 4,37 
4,88 3,67 5:27, 
2,40 2,93 3,66 
0,63 0,57 0,60 
2,59 2,11 1,89 
io7 1,65 1,82 
4,19 5,73 1,46 


Ole 


UONESIUO/A 


ETENDUE DES VERIFICATIONS PAR REGION 
VERIFICATIONS SUR PLACE, VERIFICATION DES ENTREPRISES 
ET VERIFICATION DES DOSSIERS DE BASE 


EXERCICE FINANCIER 


1981 1982 1983 
Déclarations Déclarations % de Déclarations Déclarations % de Déclarations Déclarations % de 
regues' vérifiées verification regues' vérifiées vérification reques vérifiées verification 

ATLANTIQUE 135 046* 3 223 2,38 138 962 4096 2,94 142 578 4 382 3,07 
QUEBEC Sie 7 388 2,37 325 554 7 254 2,22 342 858 7 744 2,25 
ONTARIO 619 790 17 760 2,86 642 779 16 671 2,59 673 023 18 145 2,69 
OUEST 690 112 17 293 2,50 740 035 15 675 Zalit 790 085 14611 1,84 
ENSEMBLE DU 

CANADA 

(Note 1) 1 756 663 45 664 2,59% 1 847 330 43 696 2,36% 1 948 544 44 882 2 30% 
RAJUSTEMENT 

(Note 2) 26 656 = — 25 848 — = 29 624 _ = 
ENSEMBLE DU 

CANADA 

Piéce 2 

(Révisée) 1 783 209 45 664 2,56% 1873 178 43 696 2,33% 1 978 168 44 882 2,26% 
AUTRES CATEGORIES 

(Note 3) 19 335 19 724 22 733 
TOTAL — TOUTES CATEGORIES 

Eieiyees 64 999 63 420 67 615 


* Le chiffre des déclarations regues par la région de |’Atlantique a été rajusté afin de tenir compte de |’estimation a la hausse du nombre de T1 de catégorie 6. 


Note 1 — Tient uniquement compte des T2 et T1 de catégorie 3, 4, 5 et 6 reques et vérifiées. (Source: Rapport sur les opérations de verification) 
Note 2 — Le rajustement tient compte de |'augmentation des déclarations regues 
Note 3 — Les autres verifications comprennent les autres T1, les déclarations de personnes décédées; les T3 et les organismes de charité, etc. (Source: Rapport sur les 


opérations de verification) 


Zt auyideyo 
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CENTRE FISCAL 


TRAITEMENT DE BASE DES T1 


1E MANUELLE 


DECLARATIONS 
AVEC ERREUR 


TRI ET CONVERSION 
NUMEROTATION DES 1E EN DIRECT CYCLE 
DONNEES 


NOMBRE DES DECLARATIONS (1982) LEGENDE 
(en millions) 
CS — Cotisation supplementaire 
Standard CBD CBD - Cotisation du bureau de district 


Non standard Cl — Cotisation initiale 
OBSERVATIONS ET AUTRES 
PROGRAMMES 
CT — Contact avec le contribuable 
1E — Inspection des erreurs 
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Revenu Canada Revenue Canada 


Impot Taxation 


LA CONSTITUTION ET LES 
LOIS DU CANADA VOUS 
CONFERENT DE NOMBREUX 
DROITS QUI VOUS PROTE- 
GENT EN MATIERE D’IM- 
POT SUR LE REVENU. VOUS 
POUVEZ EXIGER D’ETRE IN- 
FORME DE VOS DROITS. 
VOUS POUVEZ EXIGER 
QU’ILS SOIENT RESPECTES. 
VOUS POUVEZ EXIGER 
D°’ETRE ENTENDU ET 
D’ETRE TRAITE AVEC 
JUSTICE. 


VOUS AIDER A VOUS PRE- 
VALOIR DE VOS DROITS DE- 
MEURE UN ROLE IMPOR- 
TANT DES EMPLOYES DU 
REVENU NATIONAL, IMPOT, 
TANT AUX BUREAUX DE 
DISTRICT QU’AUX AUTRES 
BUREAUX. UN EXAMEN 


JUSTE DE VOS PLAINTES 
EST L’UN DE VOS DROITS 
LES PLUS PRECIEUX. 


Canada 


DECLARATION 


DES DROITS 


DU CONTRIBUABLE 


UN TRAITEMENT JUSTE DANS TOUS VOS RAPPORTS AVEC 
LE REVENU NATIONAL, IMPOT COMPORTE DES DROITS IMPORTANTS: 


Information 

Vous étes en droit de vous attendre a ce que le 
gouvernement fasse tous les efforts raisonnables 
pour vous donner accés 4 des renseignements com- 
plets, exacts et opportuns sur la Loi de l’impot sur 
le revenu et les droits qu’elle vous confére. 


Impartialité 

Vous avez droit 4 une interprétation impartiale de 
la loi et des faits par les employés du Ministére qui 
ne cherchent qu’a percevoir le montant d’impdt 
exact, ni plus, ni moins. 


Courtoisie et prévenance 

Vous avez le droit d’étre toujours traité avec 
courtoisie et prévenance par le Revenu national, 
Impét, y compris lorsque celui-ci vous demande des 
renseignements ou organise des entrevues et des 
vérifications. 


Présomption d’honnéteté 
Vous avez le droit d’étre présumé honnéte jus- 
qu’a preuve du contraire. 


UN TRAITEMENT JUSTE EN VERTU DE LA CONSTITUTION 
ET DES LOIS DU CANADA COMPORTE DES DROITS IMPORTANTS: 


Protection et confidentialité des renseignements 

En plus d’autres droits constitutionnels et statu- 
taires, vous avez le droit spécial d’exiger que les 
renseignements personnels et financiers que vous 
fournissez au Revenu national, Imp6t ne soient uti- 
lisés qu’aux seules fins prévues par la loi. 


Examen indépendant 
Vous avez le droit de vous opposer a une cotisa- 
tion ou a une nouvelle cotisation, si vous croyez 
que la loi a été appliquée incorrectement. Pour pro- 
téger ce droit, vous devez présenter votre opposi- 
tion dans les 90 jours suivant la cotisation ou la 
nouvelle cotisation. Par suite de l’opposition, des 
agents des Appels du Ministére entreprendront un 
examen indépendant. S’ils ne réglent pas la ques- 
tion a votre satisfaction, ils vous expliqueront com- 
ment interjeter appel devant les tribunaux. 


VOUS AVEZ DROIT A TOUS LES AVANTAGES QUE VOUS ACCORDE LA LOI 


Audience impartiale avant de payer 

Vous pouvez retenir les montants contestés dans 
des oppositions officielles produites apres le 1€ 
janvier 1985, jusqu’a ce que le Ministére ou un tri- 
bunal vous ait accordé un examen objectif. Si vous 
en appelez devant un tribunal supérieur, vous pour- 
rez offrir une garantie équivalente au lieu de payer 
les montants contestés. 

La législation qui garantit ces droits prévoit cer- 
taines exceptions qui s’appliquent aux appels non 
fondés devant les tribunaux ou aux cas ou le re- 
couvrement est clairement compromis. 


Vous avez le droit d’organiser vos affaires de fagon a payer le minimum d’impot requis selon la loi. Vous étes 
également en droit de vous attendre 4 ce que votre gouvernement administre les lois fiscales uniformément et les 
applique fermement aux personnes qui évitent le paiement de leur part d’impot établie selon la loi. 
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